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PREFACE 


Tnis book on PuWjc Finance ha? been specially written 
to meet tlic requirements ol students of Indian Universities 
and it should also prove useful to the general reader. The 
plan adopted of treating tlie subject is very simple The 
fundamental principles of Public Finance as enunciated by 
classical vriterB have been discussed and explained with a 
view to enable the lay public to understand the subject. 
Book II deals with Indian Finance The various stages 
through which the Indian System of Finance has passed 
during the last 100 years have been ciplamed in a simple 
and lucid manner. Tho chief aim has been to create m the 
reader’s mind a genuine taste wbicb would lead bun to a 
methodical study of Indian Fmanco. 

Subjects hko the Indian Public Debt, Financial Adminis* 
tration, Indian Itailway Finance, etc., arc of great importance 
and very difllcuU to grasp at the same time. An attempt 
has been made to present them in a simple, and DDn>teohmcal 
language to create n correct undcrrtandmg of them and an 
intelligent interest in the same. 

The subject of Indian Finance has received a new impor- 
tance in view of the impending constitutional changes in the 
country. It has consequently been discussed by many 
committees and they have made many important recom- 
mendations. Tho findings and recommendations of these 
committees have received a careful attention in this book. 
By a perusal of the book, the reader can have an adequate 
and connected idea underlying the mass of literature on 
Indian Finance, contained in the valuable Beports of the 
various committees which have reviewed the subject on the 
eve of the great constitutional changes in the country at 
present. The position of Indian Finance as finally emerges 
under the changes to be introdnced by the Government of 
India Act, 1935, has been lucidly and briefly stated. 
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The book contains a separate chapter on Ijocal Finance 
which gives an idea of the evolution ot functions of local autho- 
rities in India and other countries and of their sources of 
income and of the ways of siiending their resources. 

Prof 0 F Vakil, University Professor of Economics, 
Bombay, has very kmdly introdnced the book to the readers. 
My very special thanks are due to him for this fact and also 
for the valuable guidance that be gave me m this connection 

Prof. Kalka Prasad Bhataagar, m a , Professor of Econo- 
mics and Vice-Pnncipal of D A. X College, Cawnpore, favoured 
me with hiB valuable advice and help m various ways, and 
I am very grateful to him for it. I also take pleasure in 
acknowledging my indebtedness to my honoured colleague, 
Prof Zalishanker Bbatnagar, sfA., Tice-Princjpal, S. D. 
College, Cawnpore, for his ungrudging assistance m connection 
with the preparation of the book 


March 8, 1937 


K K Sharma 
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CHAPTEB 1 


Introductory 

Tiic subject-matter of public bnanco may bo said to bo 
concerned with the manner m which public authorities obtain 
their income and spend it. In other words, it deals with the 
income and expenditure of pnbhc authorities, and with the 
manner m which the one is adjusted to the other Tlie term 
public authorities ” mainly implies Central or Federal] 
Governments and Provincial or State Oovernments , but itl 
also includes local authorities such as municipalities, district 
boards and councils They dilSor widely amon? themselves 
with regard to the magnitude of the areas, the range of their 
functions, the objects of their expenditure, the sources of their 
income, and their financial relations with other public autho- 
rities, subordinate or superior to themselves. In a broad 
survey of the subject, however, these differences arc of second- 
ary^importance. 

The word “ relates to money roottws and tUe« 

■management, and pnbhc expenditure, m its modern sense, 
implies the existence of a money economy. In modein tunes, 
the 'income _aad expenditure of public anthontics consist 
mostly of money receipts and money disbursements 

The mam divisions in public finance aro ‘ — (1) public 
income, which deals s^ch the manner in which public autho- 
rities find money for meeting their expenditure ; (2) public 
expenditure, which has to bo incurred by public authorities 
to discharge' their functions and duties ; (3) public debts, 
beca use if revenue is insufficient to meet expenditure, borrow- 
ying IS resorted to m order to make both ends meet ; and 
{4)~financial administration. The last branch has assumed 
great importance since tho War and it includes the framing 
of budgets, audit and the financial work of the legislature. 
The right of controlling expenditure and voting supplies is 
different in different administrations, but the methods pursued 
are largely responsible for the efficient or mefficient working 
of the finances of a country. The legislature must keep an 
eje over the executive in order to avoid waste and inefficiency. 

Public and Piutate Finance 
It 13 useful and instructive to compare private with public 
finance. It is a common tendency to bring to the study of 
public finance the same attitnde of mind which one brings 
to bear upon private finance ; bnt it is ajnistake to assume 
an exact parallelism between tho two. In'iome cases there 
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are almost fundamental distinctions in their respectire nature 
and purpose 

One obnous distinction between private and public 
finance centres on the relationship to income. The amount 
that can ordinarily be spent by an individual or a company 
n limited by the extent of the income available, but govern- 
ments and local authorities do not rigidly observe this limi- 
tation They decide first what they v.ish to spend and then 
proceed to obtain the necessary amount of money. In other 
words, while an indiviOnal adjusts his expenditure to his 
income, a public authontj re^nls its expenditure as the 
deciding factor and adjusts jU income m response to it. This 
broad statement is, liov.ever, subject to qualifications. To a 
certain extent an individual adjusts hw income to his expendi- 
ture for as Ilia responsibilities increase, he will try his best to 
find new sources to meet them; wbde sunilarly, schemes of public 
expeuditnre cannot be devised mthont bearing in mind the 
capacity of the taxpayers, and consequently m bad times, 
when its income falLs off, a pubbc-anthority may practise 
retrenchment as has been done m recent years in different 
countries To that extent, therefore, it is not correct to 
say that the expenditure detemunes the revenue in the case of 
public authorities and not ri« ttrta 

Public expenditure should also be differentiated from 
private expenditure in the motive force behind it. Apart 
from purely personal eipen'ditnrc, an individtal tries to secure 
a surplus of revenue over expenditure and this anticipated 
surplus determmes whether a particular outlay fchall be made. 
Public departments are not generally inspired by this motive 
excepting the commercial departments like the post-office, 
which are intended to be fioancially self-supporting and possibly 
profit-makmg also. 

Another difference springs from the liability of public 
bodies to be influenced by powerful sectional interests in the 
manner of spending their income. The defence departments 
may be pressing for expenditorv on armaments and air forces 
in excess of the proposed allowances This has been the case 
in all advanced conntnos of the world since the Great War. 

The investment character of some public exjienditure is 
also responsible for the difference lietween private and public 
finance Some forms of outlay are very essential from the 
standpoint of the commimitr as a whole j but private person.s 
cannot be expected to undertake them, because they cannot give 
any monetary return for generations to come. Afforestation 
is a c-ase m pomt. Such schemes must be financed by the 
btate, because they cannot be expected to yield a revenue for 
a generation or more. 

The distinction between the two kinds of finance resolves 
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itself mto a diiference m functions. The mdindtial trader 
regards the net surplus as the real test -n-liich vrill indicate' 
■whether the business is to be allowed to continue or not. The 
ordinary profit index may be nsefnl in private and competitive 
enterprises, but not so in the case of the activities of most 
public departments A private trader will close down his 
business if it fails to make r profit , but a public department 
mil go on There aie certain articles the consumption of 
■which 13 sery necessary in public interest and the same cannot 
be ,i)loA\ed to fluctuate in supply according to variations in 
price. The State may have to sell the article at a price lower 
than the cost price, if any serious abstention on the part of 
the consumer, following the “economic price”, would limit 
the expenditure on such an article and entail a loss of welfare. 
Water supply is a ease in point, an adequate and wholesome 
quantity of which is absolutely essential for the well-being 
of the civic population and it may have to be supplied at a 
price Ion or than the cost * 

The adjustment of an individual’s income and expendi- 
ture need not be exact m a given year and this is also true of 
a public authority Both can draw upon thc’r savings, or 
the excess may be met from the sale of assets, or they may 
run into debt. ' But the similarity ends here , because a public 
authority may raise either an internal or an external loan, 
or It may meet its needs by inflating the currency, but an 
individual cannot raise an internal loan and the device of inflat- 
ing the currency is not open to him. 

Tor making deliberale ohanges m its income, and parti- 
cularly for increasing it, a public authority is generally 
m a much better position th.an an individual. The reason is 
that the former has the wealth of the whole community to 
draw upon. 

Like tlif* science of economics, the science of public 
finance is an advancing science As the functions of public 
authorities are becoming wider, new ways of getting income 
to discharge the growing duties are being tapped. The 
Plivsiocrata assigned very limited functions to the State and 
they advocated that it shonld perform the police functions, 
provide security against external aggression and arrange 
for instruction. In modern times State intervention in 
business sphere also is taking place to a greater and greater 
extent The State 13 itself running certain enterprises like the 
post office, etc., and is controlling those which are m private 
hands, hut whose regufafion and cuntrof by the State is neces- 
sary to promote public welfare. Railways and certain other 
monopolistic undertakings are in every country being controlled 
by the State and separate State departments have been estab- 
lished for these purposes. The doctrine of faisses /aiVc has. 
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giveu place to State interrention inmost aspects of business 
unrl industry In TOany cases the State runs enterprises in 
new industries to demonstrate their success and cTentually 
to hand them over to private concerns. In other cases money 
has to be obtained for grantnyr cash help to nascent and grow- 
ing industries All these factors have revolntionised the art 
of raising revenue and have comiiellcd the far-sighted states- 
roen to make an analysis into the taxable capacity of the people 
Thus a close study of the varions tax systems and other sources 
of yielding revenue together rrith their immediate and ultimate 
direct and indirect effects upon production and distribntion 
of nealth and also upon economic welfare is an important 
aspect of the study of nnhlic finance. 

In mridern times the di fence expenditure is growing and 
it has vast reitereu'»sions on economic and political conditions 
of the people It necessitates a study of the ways m which 
the defence eipenditnre can he financed and of the cconomio 
and social effects of the different ways of financing that 
expenditure The problem of public debts, tbeir tnerifs and 
dements as compared with taxes, the different ways of re- 
deeming public debts and their economic and social effects 
are questions winch fall within the scope of the science of 
puhhe finance 

These post-nar developments have also necessitated some 
modifications lo financial administration and financial control. 
The growing field of State activity and increased conscionsness 
of a nationalistic spirit made a wider outlook almost inevitable. 
In almost all countries questions of retrenchment in public 
expenditure have loomed large in the economic honimn and 
committees have beco set up to investigate into such possi- 
bilities All these important questions form a part of the 
study of public finauee The nece«sitv for providing for the 
repayment of public debts has increased the importance of tl-at 
part of the subject which is called taxable capacity and which 
IS an important development m the sphere of public finance 
confined particularly to the post-war period The post-war 
period IS one id which the legislature has continually shown a 
desire to impress on the exeenttve the necessity of treating 
the sybtem of taxation as a systematic whole, and of exammmg 
the distribution of taxation and tbe principles on which it is 
based 

The growth of the art of central banking policy in the 
post-war period is closely connected with the financing and 
raising of loans for the economic reconstruction of vanous 
countries and for the repayment of inter-allied debts pnd the 
settlement of reparations problems. These arc all great 
questions forming an important part of the study of public 
finance. 
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There has heon a tendency on the part of the rulin? races 
for conferring an increasing measure of control oTpr their 
internal and foreign affairs to what formerly were, and to a 
great extent are, still subject nations. These changes liaie 
necessitated the gradual transfer of financial control also along 
with the dcTclopment of deraoeralic institutions with or without 
certain safeguards Indirectly but in important lespects, the 
financial aspects of these constitutional changes conferring as 
they do an increasing measure of financial control to the legis- 
lature form a part of the study of public finance 

The increase m public expenditure m recent years lias- 
coincided with a marked set back to industrial prosperity. 
The question is whether the growth of national and local 
spending has caused the present depression or both of them 
are duo to, and symptoms of, a deeper cause There are some 
people who hold that money left in the pockets of the private 
owners is used to greater .idvanlagc than if it has to pass 
through the public purse They consider, therefore, that 
only a ruthless limitation of the spending departments can 
restore the economic situation On the other hand, there are 
others who deny the growth of public expenditure os a 
cause of our economic difficulties, though they admit that 
exceptional times liavc entailed a reiy large increase m certain 
types of expenditure. 

Questions like these are too uide to be answered m a few 
words and the problems to which they give rise form an 
important part of the study of public finance. The common 
notion that all taxation is a burden should be treated with 
reserve. Up to a certain point the benefit of the revenue and 
expenditure to the community is gieater than the loss to its 
taxpayers. The taxes become burdensome only when that 
point has been reached. The weight of taxation may be so 
inal-adjustod in some cases that it may fall with undue seventy 
on the producing classes and consequently, it may have very 
unfavourable repercussions on production Thus in a dis- 
cussion of such questions, it is necessary to know the character 
and composition of the public eipendituro and of the nature- 
and methods of the tax system employed. Taxation, there- 
fore, to bo seen m its proper perspective, should be examined, 
from all these standpoints, and its effects should be judged 
over a long period of time in order to strike out a fair balance 
betu con the total amount of taxation and the national income as 
a nliolc, and also as between the different types of expenditure. 

‘Relatiok of Public Finance with Econoshcs 
AKI l Statistks 

It cannot be too strongly emphasised that public finance- 
IS a part of the Economic Science. The subject of public 
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finance presumes a knowledge of other branches of ecoDomic 
science, specially of the theory of money, credit and banking. 
As Bastable obserres, “an acquaintance with economic 
science is, it may be said, an indisiiensable part of the equip- 
ment of the student of finance”.^ To take an instance on 
the point, it may be observed that a knowledge of the laws 
governing value under competitive and monopolistic condi- 
tions IS indispensable for a clear comprehension of the inci- 
dence and effects of taxation on production and distribution. 
Tn a Bliuly of public debts wi<h particular lefctencc* to the 
modes of their rcdemxition, a sound knowledge of money, 
banking, etc , is indispensable. It is thus clear that a study 
of public finance pre supposes a knowledge of economic 
science 

The science of public finance has also an intimate relation 
with statistics The ground-work of the subject is largely 
based ou full and accurate statistics In a di«eusgion of the 
taxable capacity a comprehensive knowledge of statistics is 
necessary In the preparation of budgets and m estimating 
the distribution of taxation among the various classes in a 
state, statistical knowledge is indispensable. The “Budget 
Estimates’ in India as well as the “Actuals” and “Eevised 
Estimates ’ are based on statistical information. 

It IS largely with the aid of statistics that new financial 
policies can he pursued m order to suit the economic condi- 
tions of a country Thus the rival claims of direct and 
indirect taxes m the scheme of an adequate tax system ran 
he carefully weighed and a balance can be struck only with the 
help of statistical information relating to them. The incidence 
of customs duties on the manufacturers and consumers can 
only be determined with the aid of accurcte and scientific 
statistical MifoTuiation The conflicting considerations of 
import and excise duties and Ihcir effects on home indus- 
tries pre suppose an adequate amount of statistical informa- 
tion. 

In modern times the tendency has been to raise a larger 
portion of the tax revenue of a country by direct taxation, 
because the same falls on the nch This fact has been proved 
with the help of statistics Thus the old and existing theories 
can be criticised in the light of statistical information that 
18 available In estimating the yield from the sugar excise 
duty, for instance, a knowledge of the per capita and aggregate 
consumption of the commodity is necessary, a task which 
belongs to the sphere of statistics. 

The science of public finance like the science of econcmics 
18 in an ..dvanemg stage. Finance is a great policy. Without 


* Puilic Finance (London, 3Iacniillan & Co ), 3rd Edition, page 10. 
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sound finance sound government is not possible ; ubile with- 
out sound government sound finance is also not possible. 
Economic welfare cannot be augmented, and even maintained, 
without the right typo o£ financial policy, which should make 
the people more prosperous and leave an adequate purchasing 
power in their hands to improve trade and industries The 
evolution of an adequate type of financial control and adminis- 
trative machinery is indispensable for enabling the people 
of various countries to have adequate means of economic wel- 
fare Thus the importance of the study of the science of public 
finance cannot be over emphasised both from the theoretical 
•and practical points of view 
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Public Revenue 

The functions of modern governments are increasing in 
scope and lariety and adequate revenues are required to 
discharge them successfully and systematically. In order to 
find out the increasing sums of money necessary for discharging 
their duties, modern govcmmenls have a tendency to tap 
all possible resources 

A good revenue system should be truly a system securely 
based on comprehensive statistical information. It should 
have the characteristics of a good tai system, i e., the charac- 
teristics of equality, certainty, convenience of payment and 
economy in collection The subjects of a government should 
contribute revenue according to their respective abilities, that 
IS, in proportion to the revenue uhich they respectively enjoy 
under the protection of the State Further, the amount should 
"he certain and not arbitrary, and it should bo collected to suit 
the convemence of the taxpayers. The collection thereof 
should also not be very costly. 

A good revenue system should also po«5ess elasticity, ivhich 
IS of special importance in times of emergency. It should be 
capablo of increasing automatvcally vith tbe -wcaltb of its 
citizens, and with the consequent demands for more expendi- 
ture on the part of governments In India, for instance, the 
Provinces have not got the clastic sources of revenue nntler 
the Act of 1910 and, therefore, they cannot adequately finance 
comprehensive schemes of universal primary education and 
•of public health 

Finally, there are the characteristics of sufficiency and 
productivity. The revenue should be sufficient to meet the 
demands of the public authonfy- Hence revenue is generally 
raised from a small number of productive taxes rather than 
from a large number of unproductive ones. Too much con- 
centration on a few taxes should be avoided and in order tliat 
the revenue may be productive, the taxes should be scattered 
over a large number of commodities Thus taxes should be 
spread over a large number of commodities Productivity 
13 therefore au important quality of a good revenue system. 

The income of a pnbhc authority may he defined or con- 
sidered from either a narrow or a broad point of view. In the 
broad sense, it includes all receipts including receipts from 
public borrowing and from the sale of pnblir assets, such as 
war stores In the narrow sense, it does not include tbe receipts 
from these sources but concerns only with those receipts whuh 
•ordinanly come under the category of rev^ue. 
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The classification of pubbc revenue has been discussed 
by many writers at great length ; but much of this discussion 
IS of small practical utility, for the chief purpose of any such 
classification should be to throw light on the nature of pnlilic 
income. Adam Smith writing on the classification of public 
revenue remarks, " The revenue which must defray not only 
the expense of defending the society and of supporting the 
dignity of the chief magistrate, but all the other necessary 
expenses of government, foi which the constitution of the 
State has not provided any particular re\enue, may be drawn 
either, first, from some fund which peculiarly belongs to the 
sovereign or commonwealth, and which is independent of the 
revenue of the people , or, «ccondly, from the revenue of the 
people. The funds or sources of revenue winch may peculiarly 
belong to the sovereign or commonwealth must consist either 
in stock or m land Public stock and public lands, there- 

fore, the two sources of revenue winch mav peculiarly belong 
to the sovCTign oi commonwealth, being both impioper and. 
insufficient funds for defraying the necessary expense of any 
great and civilised State , it remains that this expense must, 
the greater part of it, be defrayed by taxes of one kind or 
another; the people (ontributing a part of their own private 
revenue m order to make up a public revenue to the sovereign 
or commonwealth 

Thus ho divides public revenues into two classes: (1) 
property belonging to the sovereign, and (2) revenue derived 
from the people This division is not adequately compre- 
hensive. Since Adam Smith’s time the scope and functions 
of local authorities have grown rapidly and socinl services have 
also developed very much The property of the sovereign 
IS now a very insignificant source of annual income, t^he mam 
source being taxation. Other sources are public undert^ings ; 
public lands ; special assessments ; loans and miscellaneous 
sources as gifts, fines, etc. 

Taxes are comimlsory contributions to public authorities 
made by the people to meet the general expenses of the State 
incurred for the public good and without reference to any 
special benefits in return. All classes of people get protection 
oflife and property from the machinery of government ; and 
taxes are thus paid m return for such common benefits and the 
taxpayers do not get any direct and special advantages for 
these payments. As Prof. Taiwsig puts it, “the essence of a 
tax, as distingmshed from other charges by government, is 


The ireflflA 0/ Nations, Hook V, Chap. II. 
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the absence of a direct qmd pro giro lietween the tat-payer and 
the public authority”.* 

Fees are payments made by people to public authorities 
primarily m the pubhc interest for special services which people 
accept willingly or otherwise. They confer a special advantage 
on those who pay the fees ; though this special advantage is 
secondary to the primary motive of regulation in the public inte- 
rest as in the case of registration fees In this respect they differ 
from prices. Prices are charged by a public authority for specific 
services and commodities supplied by it, includmg the prices 
charged for the use of pubhc property. As a general rule, these 
prices are paid voluntarily by individuals, who enter into con- 
tract with public authorities Thus the difference between fees 
a.ud prices is that the former may be compulsory contributions, 
but the latter are voluntary ; while both areior special jervices. 

Fees also differ from taxes inasmuch as they are payments 
for siiccial benefits enjoyed by the payer ; while taxes are for 
general benefits and not for any direct advantage. It is some- 
times very difficult to distinguish clearly between fees and 
taxes llTien, for example, is a licence a fee and not » tax ! 
According to Prof Sehgman, a licence is a fee when the licensee 
^;et8 a gpeml benefit lor the privilege, but where the licence 
charge is so high as to bring in a net revenue to the public 
authority, it is a tax * On the whole, licence fees may be 
regarded as taxes , because they are ordinarily far more than 
the mere cost of service, and the positive or direct service 
rendered is often absent 

5p«ial assessmenti ar© sometimes classified with fees ; 
but iinlii.e fees, they arc levied especially by municijialities, 
once for all to meet some extraordinary expenditure, such as 
a special improvement to property undertaken in the public 
interest They are levied on property in proportion to the 
resultant benefit. According to Prof, ^hgman, special assess- 
ments possess the following characteristics , *' (1) there is tlic 
element of special purpose ; (2) the special benefit is measur- 
able ; (3) these assessments arc not progressive but proportional 
to the benefits received ; (-1) they are for specific local improve- 
ments ; and (5) they provide for the capital account to increase, 
as it Here, the permanent plant of the community ” A special 
assessment is a device to secure for the treasury part of the 
imcarned increment in the value of fixed property, which may 
arise in the neighbourhood of newly opened thoroughfares. It 
resembles a tax in that it is a compulsory payment, but differs 
from it in that the payer has received a definite and direct 
■quid pro quo In the latter sense it resembles a price, but 


* Principle* oj Economies, VoL II, p. 483. 
^ Sehgman, Essays on Tcuralion,p. 411. 
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di(T<>rs from it in that the payment is not voluntary and does 
not arise out of a contract with a public authority. 

Under “miscellaneous'’ fines and gifts are the best 
examples Fines like taxes are compulsory contributions 
levied by public authorities ; but unlike taxes their object is 
not to obtain revenue, but mainly to deter people from certain 
acts. The revenue should fall if their object is successful, 
that IS, if people are deterred from committing those acts 

Voluntary gifts form, unfortunately, only an infinitesimal 
part of the income of public authorities Examples are " con- 
science money” m the British fiscal system, which is usually 
only a delayed part payment of taxes, which have already 
been evaded , and gitts in tho form of gilt-edged securities, 
as when certain citizens handed over War Joan for cancellation 
during the war on patriotic grounds 

In modern financial literature there has been a tendency 
to lay an unnecessarily great stress on the classification of 
revenue Tho mam object of classification is the light winch 
it throws on tho nature of public income. The object m view 
is a practical one. It prevents loose thinking and confusion 
of thought, and is of help m dealing with matters of fact, 
system of classification possesses clear-cut lines of demarcation 
throughout, and no system is absolutely good or absolutely 
bad. 

■Bastablo di vides public revenue into two classes ; {1} “that 
obtained by the State in its various functions as a great corpo* 
ration or 'juristic person,’ operating under the ordinary 
conditions that govern individuals or private companies,” 
and (2) “that taken from the revenues of the society by tho 
poncf of the sovereign”.* 

This classification is not comprehensive, and fees, gifts, 
fines, special assessments, etc., arc difficult to classify under 
this classification It has advantages as it is a practical divi- 
sion of tho two well-known classes of income In Bastable’s 
own Mords, “These are broadly contrasted and must form tho 
basis of any division : it is to their discussion that by much the 
largest part of any work on the subject must bo devoted, and 
it is by the way m which he handles them that a writer will 
bo judged.”* 

According to Adams there arc three mam groups of classi- 
fication Mith sub groups.* 

I. Direct revenue, comprising of ; — ^ 

(fl) public domains, 

(6) public industries, ^ 

* Bastablo, Public Finance, Book II, Chapter I, p 158. 

* Quoted by Findlay Shirtas la the Science of Public Finance, 
pp. 115, 116. 

* The Science of Finance, p. 219 ff. 
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(c) gratuities, gifts, etc., 

(ci) coniiscatioiis and indemnities. 

II Ponvative revenue, comprising of : — 

(a) taxes, 

{b) fees, assmments, fines and penalties ; and 

III Anticipatory revenne, comprising of : — • 

(a) the sale of hoods or other forms of commeT|cial 

credit, and 

(b) treasury notes 

The first group deals mth revenue mainly from public 
lands, and public mdustnes , while the second group has for 
its scope taxation, and the third publie credit These classes 
overlap and cannot be said to be clear-cut 

Another classification is attempted by Soligman, which is 
based on the relative importance of the public and private ^ 
purposes in the service rendered by tlie public authority. All 
public revenues aredmded by him into three classes as below : — 

1 Gratuitous as gifts; 

II Contractual as prices, incladmg public property and 
mdiutcy , 

III. Compulsory, (a) eminent domain-expropriation 
(&) penal power — fines and penalties ; [c) taxing 
power, mciiidmg fees, special assessments and taxes. 

This classification depends upon the relative importanco 
of special to common interest “ In the one case the mdmtlual 

15 the chief or only factor, in the other case the individual 
Binhs bis own importance in the common welfare of tVie 
community, and whatever benefits he derives come to him 
only incidentally as a result of his membership in the com- 
munity At one extreme he prices, which depend upon the 
relation of the government to some particular industry or 
individual, at the other extreme lie taxes, vhich depend 
upon the relation of the government to all industries or 
individuals , midway between these extremes he fees 

The proper classification would be to divide the revenue 
into (a) tax revenue and |b) non-tax revenue .Tax^revenues 
should include "both special assessments and fees Fees in 
this respect refer to revenue obtained from raonopoly enter- 
prise as registration ; while fees from education and other 
social services would not come nndec tax revenue. in 

the_technical sense refer-to cases where .‘‘there is a special and 
measurable b*='ncflt accrnmg to the individual together with 
a predominant public object”. ~ 

Taxes can be grouped into two mam classes, direct taxes 
and indirwt taxes. Direct t axei are defined to indicate those 


’’ Quoted by Findlay Shirras u the Science of Pitbltc Finance, 

p lie. 
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taxes whicli are paid once for all by the person from whom 
they are collected and not passed on to others ; while indirect 
taxes are paid by the producer or importer and passed on to 
the consumer For purposes of obtaining revenue it has been 
found more suitable to levy taxes at the source of income, 
and the person upon ^hom the tax is levied is said to bear 
the impact, whereas the incidence is upon the person who 
ultimately pays it Thus when a government is deciding upon 
its methods of taxation, it should be fairly clear with regard 
to the ultimate incidence of the system and the ability of the 
taxpayers to meet the charges When the impact and the 
incidence are on the same person, the tax is a direct tax , while 
if the impact and the incidence are on different persons, the 
tax is an_jndirect-one 

John Stuart Mill defined a direct tax as “demanded 
from the very persons who it is intended or desired, should 
pay it ” and an indirect tax as one “demanded from one person 
in tho expectation and intention that lie shall indemnify him- 
self at the expense of another” • In this case the intention 
IS that of the legislator, which may not always conform to 
actual facts For instance, in the British income-tax under 
Schedule A tho tax on the income of the landlord from the 
ownership of land and buildings is collected from the occupier 
■of the land although legally imposed upon tlic landlord. Tho 
occupier deducts it from rent, and any contract not to deduct 
same is void at law According to the definition of Mill, this 
tax would be indirect , biit in reality it is direct. 

The intention of the legislator is not thus sufficient for 
the distinction between direct and indirect taxes. According 
to Hadley tho distinction between direct and indirect taxation 
should be based on the immediate and not on tho ultimate 
incidence* According to him, taxes which are not shifted 
at all and those which are legally shifted are direct j while 
those which are shifted quickly thrdugh commercial competi- 
tion among consumers are indirect. According to Bastable 
“those taxes are direct which are levied on permanent and 
recurring occasions, while charges on occasional and parti- 
cular events are placed under tho category of indirect taxa- 
tion”.*" Generally death duties are regarded as direct taxes 
m tho terminology of finance ; but if Bastahle’s definition 
were accepted, these inheritance taxes would come under the 
category of indirect taxation. 

All things considered, direct taxes sliould he defined as 
those levied immediately on tlie property and income ot 


* PnneipUs, Book V, Chap. Ill, para 1. 

• Economics, pp. 459-4S1 (Putnam's, London). 
Public Ftnarce, p 201. 
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persons and those wbieli are paid by the consumers to the State 
direct. In this way, mcome and property taxes and consump- 
tion taxes directly paid to the State would come under the 
category of direct taxes, while other taxes would be grouped 
as indirect Thus those taxes winch reach the'iucomc'and. 
property of persons through their acts and enjoyments and 
also through their consumption of commodities under customs 
and excise would he ludircct This distinction does not depend 
upon the intention of the legislator, but the basis is whether 
the tax is immediately paid from income or property and 
directly by the consumer In that case, it is a direct tax ; 
otherwise it would come under the category of indirect 
taxation 

Most tax systems contain both direct and indirect taxes. 
The former are generally imposed on income, house property, 
land and estate passing at death, while the latter are chiefly 
taxes on commodities, 1 1 , the customs and excise duties. In 
each case there are certain adrantages and disadvantages 
as compared with the other form of taxation, and, therefore, 
attempts are made in practice to utilise both forms so that 
the disadvantages of one may, to a certain extent, be neutral- 
ized by the advantages of the other. 

The advantages of direct taxes may be summarised as 
below ■ — 

1 Economy in the cost of collection is secured: because 
the tax 18 paid direct to the State by the taxpayer and no 
wastage is Incurred 

2 Certainty — The taxpayer hnows what he has to pay , 
while the State can estimate the yield with a certain degree 
of precision, aud it can adjust its flnances accordingly. 

3 Equity. — ^Direct taxes arc equitable as they permit 
of a reasonably just system of progression, and also enable 
certain adjustments to be made to meet indindual circum- 
stances Their incidence is not difScuIt to judge, and as a 
general rule, it may be assumed to be upon the person taxed. 

4. Elasticity. — The yield from direct .taxes increases 
automatically as wealth and population increase and thus 
they permit of an adjustment between the mcome and ex- 
penditure of public autl’onties. 

5. Social effect. — ^The socml effect of direct taxesns bene- 
ficial inasmuch as they develop the civic consciousness of 
taxpayers, and when the latter feel the taxes, they tahe an 
intelligent interest with regard to the disbursements of the 
revenue. 

Their disadvantages are as follows : — 

1 Inconvenience — ^The payment of such taxes in lump 
sums is not as convenient to the taxpayers as the continuous - 
payment of very small amonnts m the case of indirect taxes. 
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Iq the compilation of forms and the supplying of returns to 
the tax collectors, the taxpayers are put to some inconveni- 
ence. Further, many people prefer to he taxed " in the 
dark” ; and they are prepared to pay 'without hesitation a 
small tax m the selling price of a commodity. On the other 
hand, tew persona like to pay a large sum in income-tax as 
their contribution to'vards the finances of inihlic authorities 
In many cases, tlie demand for direct taxes may fall at incon- 
venient periods 

2. }*o‘isibility of nasion — A direct tax has been called a 
tax on honesty, and the contrihntion can only be evaded by 
fraudulent returns , while in many cases the payment can be 
altogether evaded 

3 Ineqvahty — It is difficult to frame a just basis of 
assessment for all classes of people , and though experience 
and care may remove inequalities, any tax system is to a 
certain extent likely to be arbitrary 

On striking a balance we find that on tlie whole direct 
taxes are advantageous and the objections to them are based 
more on the methods of application and administration than 
on matters of fundamental principles Some of these objec- 
tions can be gradually removed as experience of the working 
of those taxes is acquired 

The advantages of indirect taxes are : — 

1. They provide a great convenience both to tho tax- 
payiT and the State. The taxpayer does not feel the burden 
asheaMly as'm thcca«eof direct taxes inasmuch as he makes 
payment when he purchases the commodity Tlie State also 
collects such taxes conveniently in bulk from importers, cx- 
llortors and producers 

2. ElasUcity is another advantage of indirect taxes : 
but much depends upon the nature of the article and its 
demand. A tax on necessaries may be very productive if slightly 
varied to meet tlie circumstances j while a tax on luxuries may 
result in a diminished demand and a falling oft in revenue. 
Thus indirect taxes are elastic 'when imposed on articles of 
inelastic demand, and they tend to be inelastic when imposed 
on articles of elastic demand. They arc also elastic inasmuch 
as their yield usually increases or decreases with the increase 
and decrease m population. In particular this applies to taxes 
on necessaries. 

3. Difficulty of fiasion.— ^uch taxes__are included m the 

prices of commodities purchased and, therefo‘re7 their payment 
cannot be avoidctl ‘ — - 

i. Equity . — They are equitable because they demand a 
contribution even from those with small incomes ; while 
indirect taxes on luxuries exact contribution from those who 
are best able to bear the burden of such payments 
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5 fiocial benefit — lodirect taxes on drugs and stimu- 
lants perform a useful social and economic semce by restrict- 
ing tbc consumption of articles which are detrimental to 
efficiency, and at the same tune they produce rcTenue 

In addition to direct and indirect taxes, special assess- 
ments and fees, certain other contributions or impositions as 
tributes, capital levies and indemnities should also be included 
in tax revenue Fines and penalties are more correctly in- 
cluded under non tax revenue than tinder tax revenue. As 
compared with taxes, fees and prices, they are of little impor- 
tance as sources of revenue 

Under non-tax revenue should be included (1) the revenue 
from government or pnbhc undertakings. This vonld in- 
clude railways, irrigation and other public works, posts, tele- 
graphs, etc , (2) the revenue from social services as education, 
hospital fees, etc. , (3) revenue from loans when the state is 
a lender of money ; and (4) miscellaneous. In India under 
the last bead are included military receipts, exchange and 
receipts m aid of soperannuatioo 



CHAPTEK III 

Canons and Distribution of Taxation 

The pnnaiplea oi taxation which were laid down by Adam 
Smith m his of Nations regarding the characteristics 

of a good tax system are an indispensable part of any exposi- 
tion on public finance The theorj'^ of taxation has indeed 
been considerably extended since the time of Adam Smith, 
but the fundamental truth of his propositions has not been 
questioned so far and they form an excellent basis for further 
enquiry He succeeded in condeusnig the pimciples into 
such clear and simple canons that none of the later writers 
has, to any material degree, improieil on these principles or 
succeeded in displacing them from the position which thej’^ 
hold in the science of public imance Some writers have 
indeed altered the relati\« importance of these canons , while 
others have tried to introduce new fundamental principles, 
but none has been able to displace them They may bo 
summarised as below : — 

1. EqualxUj or equtlij — ‘The subjects of every State 
ought to contribute towards the support of the government, 
as nearly as possible, in pioportiou to their lespcctive abilities ; 
that 18 , m proportion to the revenue winch they respectively 
enjoy under the protection of th** State The expense of 
government to the individuals of a great nation, is liLo the 
expense of management to the joint tenants of a great state 
who are all obliged to contribute m proportion to their res- 
pective interests in the estate In the observation or neglect 
of this maxim consists what is called the equality or inequa- 
lity of taxation Every (ax, it must bo observed once for all, 
which falls finally upon one only of the thiee sorts of revenue 
above-mentioned, is necessarily unequal, m so far as it does 
not affect the other two.” Equality m this connection means 
equality of gaerifice, and not necessarily of the amount paid. 
Jn the treatment of taxation, much discussion centres around 
the best method of ensuring equity or relative sacrifice. 

2. Gertatniy — “The tax winch each individual is bound 

to pay ought to be certain, and not arbitrary. Tjie time of 
payment, the manner of payment, the quantity to be paid, 
ought all to be clear and plain to the contributor, and to every 
other person. Wicro it is otherwise, every person subject 
to the tax is put, more or less, in the jiower of the tax-gatherer, 
who can either aggravate the tax upon any obnoxious contri- 
butor, or extort, by the terror of such aggravation, some pre- 
sent or perquisite to himself The certainty of what 
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each inclmdual ought to pay i?, in taxation, a matter of so 
great importance, that a TCry considerable degree of inequa- 
lity, . , IS not near so great an evil as a very small degree of 
uncertainty ” 

A taxpayer should be able to know with certainty and 
without difficulty how much he will bo called upon to pay, 
so that be may adjust his expenditure accordingly. Tbo 
State should also be able to estimate with a fair degree of 
accuracy the yield of a tax, and it should also bo able to know 
with a certain amount of accuracy when the funds derived 
therefrom will be at its disposal Certainty implies an absence 
of arbitrary exaction on the part of the State, and, therefore, 
an avoidance of economic waste which is a characteristic 
feature of an uncertain tax system The expression “an old 
tax 13 no tax” is expressive of the advantages of a tax which 
IS well known and well-provided for in the monetary calcula- 
tions of individuals and business corporations. 

3 Convenience oj time of payment — “Every tax ought 
to be levied at the time, or in the manner, in which il'is most 
likely to be convenient for the contributor to pay it. A tax 
upon the rent of land or of houses, payable at the same term 
at which such rents are usuallj paid, is levied at tbo time when 
It is most likely to be convenient for the contributor to pay ; 
OP, when he is most likely to have wherewithal to pay. Taxes 
upon such consumable goods as are articles of luxury, arc all 
•finally paid by the coDsnmer, and generally in a manner that 
18 very convenient for him He pays them by little and little, 
as be has occasion to buy the goods As he is at liberty, too, 
either to bny, or not to buy, as he ple.aaes, it must be his own 
•fault if he ever suffers any considerable inconvenience from 
such taxes ” A convenient tax is justified on the grounds of 
productivity and good government, and also from the point 
of view of the taxpayer, particularly when he is poor The 
principle of convenience should be kept in view, because it 
avoifls waste of time and of resources involved in the collec- 
tion and payment of taxes Indirect taxes usually conform 
to this requirement, because they are paid in very small 
amounts m the price paid by the consumer, and arc not, there-^ 
fore, noticed at tlie time of payment 

1 economy — '‘Every tax ought to be so cootnved as 
both to take out and to keep out of the pockets of the people 
as little as possible, over and above what it brmgs into the 
public treasury of the State A tax may either take out or 
keep out of the pockets of the people a great deal more than 
It brmgs mto the public treasury, in the four following ways. 
First, tod ’A mas xequiae, a. ujim.'tyiv o-t offi/ai'!?,, 

whose salaries may eat up the greater part of the produce of 
the tax, and whose perquisites may impose another additional 
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tax upon the people. Secondly, it may obstruct the industry 
of the people, and discourage them from applying to certain 
branches of business which might give maintenance and em- 
ployment to great multitudcsu While it obliges the people to 
pay, it may thus diminish, or perhaps destroy, some of the 
funds which might enable them more easily to do so Thirdly, 
by the forfeitures and other penalties which those unfortunate 
individuals incur who attempt imsuccessfully to evade the 
tax, it may frequently turn them, and thereby put an end to 
the benefit which the commumty might have received from 
the employment of their capital. An injudicious tax offers 

a great temptation to smngglmg Fourthly, by sub- 

jectmg the people to the frequent visits and the odious exami- 
nation of the tax-gatherers, it may expose them to much 
unnecessary trouble, vexation and oppression , and though 
vexation is not, strictly spealtmg, expense, it is certamly 
equivalent to the expense at which every man would be 
willing to redeem himself from it.” 

Thus to conform to this principle a tax should be so 
contrived that its cost of collection and administration should 
be as low as possible, and it should cause the least possible 
disadvantage to the taxpayer and to the country as a whole. 
Taxes which require a large and expensive staff to collect them 
and which impose restticuons on trade and industry and cause 
unnecessary vexation to the taxpayers arc contrary to the 
spirit of this principle. 

"All nations have endeavoured, to the best of their" 
judgment, to render their t-aies os equal as they could contrive, 
as certain, as convenient to the contributor, both in the time 
and in the mode of payment and in proportion to the revenue 
which they brought to the prince, as little burdensome to the 
people.” Thus if a tax combines all these advantages, it 
should be called a good tar. 

Other Canons 

The following further principles for a good system of 
taxation were added by latex writers to the four Smithian 
Canons mentioned above. ^ 

5. A Jax-should fall on revenue and not on capital. It 
should not interfere with the minimum of subsistence and it 
should not involve the transfer of capital. 

6. rroducticUy . — Accordmg to Bastabic taxation should 
be productive of revenue. Therefore, one large tax which is 
productive should be preferred to several small taxes, whose 
collection entails much time and expense. "The very object 
for which the revenue system exists is to provide for the 
maintenance of the State, and, therefore, the Mmister in 
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charge of the finances natnrally estimates the merits of a tax 
by the amount of its yield.” 

7 ElasUctitf — The tax system should be elastic, that is. 
It should be capable of prodnemg a larger rerenue to meet 
sudden or exceptional demands 'without iocreasmg the expendi- 
ture on Its administration or collection It should automat- 
ically provide an increased return with an increase in ivcalth 
and population. Taxes on stimulants give an increasing 
return uith an increase in wealth and population; ivhile 
mcreased taxes may cause a fallmg oft m their demand and a 
consequent decrease m the total yield. 

8 Simplicity — "A system of taxation should be simple, 
plain and intelligible to the common understanding.” 

■When these principles are in conflict with one another, 
the right course is to choose the more important canon in 
preference to the comparatively less important one. Pro- 
ductiveness, for instance, is of greater importance than equity 
and conTemcDce In the same way a large amount of economy 
should outweigh a small amount of equality and vice versa. 
The primary object is the successful admmistration of the 
State and, therefore, it u not unreasonable that equity and 
convenience should yield place to productiveness. Thus in 
cases of conflict, the more important prmciples should be 
chosen, and witbin limits tbc less important ones may be 
sacrificed 

OrSTBtBOTION OF TAXATION 

Except the principle of equity, all other principles re- 
ferred to above are admintsiraUte principles, and they are 
regarded as the fundamental rules which should be applied 
in any financial system A great difficulty arises m connec- 
tion with the application of the principle of equity or the 
ethical principle of taxation to which various mterpretations 
have been given by writers on pubhc finance 

At this stage a few terms which arisen all discussions on 
this subject may be defined Gradumed tazotitm usually 
means an increase m the rate of the tax with an increase m 
the amoun^ of income, projierty, etc. Taxation may be- 
graduated upwards when it is known as progressive taxation. 
Progressir^taxation implies that the larger the mcome of a 
taxpayer, the larger is the proportion thereof which he contri- 
butes If graduatmii is downward, that is, if the mcreased 
income impbes a /reduced proportion of contribution, it is 
known as regressive taxation Under regressive taxation, the 
larger the income of a taxpayer, the smaller is the pro- 
portion which he contnbuteg. Under proporttonal iazattati 
all taxpayers contribute the same proportion of their income. 
IMien all mcomes below a certam amount are free from 
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taxation or rated only m parts and all above tbis sum are 
taxed proportionally on the surplus, the system is known 
as (legressiic taxation. 

Theories of Just Distribution 
There are three theories which have been commonly put 
forward regarding the just distribution of the money burden 
of taxation : first, the cost to the public authority of the 
servic es rendered to individual taxpayers , second, the bene- 
fit.to individual taxpayers of such services, and third, indi- 
vidual “ability to pay” taxation 

The cost of service principle can be applied to the supply 
of postal services, electric light, etc , because the prices of such 
services can be determined in accordance with this principle 
It cannot, hon ever, be applied to services paid for out of the 
proceeds of taxes as against prices A tax, by definition, is 
a compulsory levy, m return for uliicli no direct and specific 
quid pro quo is rendered to the paver Thug tho “cost of 
service principle” cannot be of practical application 

The “benefit of service principle" fails m the same way. 
Since tho coat of services rendered to individual taxpayers 
cannot be determined, the benefits for such services cannot 
also he determined except in a few rare cases such as old age 
pensions. Under the benefit of service principle, the pensioner 
i^ould have to return his pension to the Treasury; and if 
exceptions are to bo made, then it is not clear on what principle 
and to what extent they should be made. Thus wo come 
back to the “ability" or “faculty" theory. 

The principle that taxation should be distributed between 
individuals m accordance with their ability to pay seems to be 
practicaTbn the face of it. But the question is : what method 
.should ho applied to measure faculty or ability to pay 1 If 
emphasis is laid on the subjective side, the sacrifice involved' 
in the payment of the taxes will be clear ; while on the objective 
side," the ability or faculty of the taxpayer as measured by 
his income will come into prommcnce. 

The three most common principles of saciificc are those 
of “equal sacrifice," “proportional sacrifice" and “minimum 
.sacrifice”. Mill states: “cquahty of taxation, therefore, as 
a maxim of politics, means equality of sacrifice. It means 
apportioning tlio contribution of each person towards tho 
expenses of government, so that ho shall feel neither more 
nor less inconvenience from his share of the payment than 
every other person experiences from his This practical 
suggestion, liowcver, that a minimum income should be 
exempt from the tax, while all incomes above this should 


* PrineiplM of Pohtieal Economy, Book V, Chap. 11. 
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contribute in proportion, did not go far enough at attaining 
equality , although it implied progression m the amount of 
tax vfith an increase m income. The principle of progression 
18, of course, recognised as an important attribute of modern 
fiscal systems 

Eegarding the principle of proportional sacrifice Adam 
Smith laid down that the subjects of the State should contri- 
bute to Its support as nearly as possible m proportion to their 
abilities, and according to him abilities may be measured by 
the amount of revenue enjoyed under the protection of tho 
State The_£eneral conception of_ ability to pay_may be 
accepted ; but ability in this respect cannot be judged merely 

objective or monetary income. If, for example, one-fiftli 
of all incomes vere taken by the State in taxes, a person 
earning one thousand rupees annually ^ould contribute two 
hundred rupees ; while a workman earning two hundred 
rupees annually would contnbuto forty rupees It is clear 
that the sacrifice in the latter case would bo much greater 
than in the former case Moreover, tho ability to pay of a 
man with a large family is less than that of a man having no 
dependents but enjoying the same income iloney incomo 
alone, therefore, is not the true measure of obihty to pay. ^ 
MlKlirU't SACRIFICE 

“Jlinimum sacrifice, the direct emanation of pure ntili- 
tarianism, is tho sovereign prmciple of faiation . . .Before 
leaving the principle of mmimuro sacrifice, let it be observed 
that, under tho limitations which have been described, this 
principle may also be appbed to jostify differential taxation 
on tho ground of differences m other respects besides sign of 
income • for instance, difference m the permanence of the 
income, differences in civil state, number of children, age and 
other attnbutes.”* 

Thus if it is assumed that utility decreases m inverse 
ratio to means and also if it is assumed that the relation 
between income and economic welfare is the same for all tax- 
payers, the principle of equal sacrifice leads to proportional 
taxation, of proportional sacrifice to progressive taxation, 
and tho principle of mmimom sacrifice to a relatively high 
level of exemption and very steeply progressive taxation of 
incomes not exempt The prmciples of equal sacrifice and 
proportional sacrifice make all members of the State pay 
something , but minimum sacrifice does not involve this. 

Judged from an objective pomt of view, the ability to pay 
can be measured with reference to consumption, property 
ami ineonie The test of consumption is cieariy inappiicabfe, 

* Econnmxc Jovrnal, Vol VII, 1897, p. 55G, quoted by Findlay 
Shuras 'q The Science o} Public Pinanee, p. 161. 



O/A OXS AXD DISTRIBUTION OF TAX A TION 25 

"because the consumption of the poorer classes is out of pro- 
portion to their ability to pay. Property also is not an 
equitable basis Firstly, it differs greatly m productiTeness , 
and secondly, people with httle property may be earning 
much, and consequently, their ability to pay may be greater 
than that of property ouneis having small incomes. 

Income is adopted as the measure of ability in almost 
all countries, subject to allowances and modifications to meet 
the different circumstances and responsibilities of the reci- 
pients The modem conception of the faculty theory allows 
for the exemption of a certain minimum for economic reasons 
that “taxation ishich diminishes the general efficiency of 
labour diminishes the n hole faculty of the State’ (Nicholson) 
The wealthier classes hare the power to pay more than the 
poorer classes and thus the system of progression is advocated 
on this ground also. 

TnE PnoGBESsivn Principle op Taxwov 
The principle of progression achieves the real proportional 
fiaenfice and the idea that was indicated by 3bU was that the 
rate of tax should increase with the amount of income subject 
to tax. This conception is based on the following assump- 
tions : first, that the utility of income to individuals generally 
may ho regarded as equal ; second, that the utibty diminishes 
With each addition to income and that the amount spent on 
luxuries tends to increase with every subsequent addition to 
income ; and third, that expenditure on necessaries is more 
vital to national efficiency than expenditure on luxuries. The 
first assumption does not seem to be very much In accordance 
with facts ; while the last two arc cle.nrly closer to the truth. 

The assumptions, however, provide a working basis for a 
progressive system, whose mam fe-itures are the exemption 
of a minimum income and the taxation of incomes abose the 
minimum at increasing rates. The main difficulty underlying 
the progressive principle is the framing of a BCliem© involving 
equal sacrifices from all taxpayers. The question centres 
around the standard with reference to which such relative 
sacrifices arc to he judged. ^Yc may accept the view that 
equal incomes bring equal utility to different persons, but it 
IS difficult to make allowances for the psychological factors 
involved in the idea of sacrifice and the system of graduation 
to a certain extent is bound to be arbitrary. Jloreovcr, the 
s} stem of progression may penalise the projierty-owning 
classes, and thus it may prove detrimental to saving and to 
national production. 

The Finascial PutNciTLE OP Taxation 
The proportional system of taxation is sometimes consi- 
dered on financial grounds alone. It is held that the aim 
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of taxation is to raise money for public expenditure 
and that, therefore, taxation shonld not be concerned "with 
principles of equity or ability to pay. The aim of the tax- 
gatherer should be to obtam the necessary revenue with as 
little trouble and discontent to the public as possible. There- 
fore, ear'll person shonld pay according to his income and the 
wealthy should pay more than the poor m proportion m whicli 
their inoomes are greater This would leave the existing 
system of distribution undisturbed. 

A similar financial principle is sometimes described as the 
cynical theory of taxation The maxim of Colbert the well- 
known French Finance lilinister was “Flnck the goose with as 
little squealing as possible”. The principle is based on this 
maxim, and the upholders of the theory maintain that the 
main object of taxation is to obtain the necessary revenue 
with the least possible vexation on the part of the taxpayers. 
Thus a tax is good if it brings m an adequate net revenue 
without too much protest from taxpayers generally. This 
principle is indeed at the root of modern taxation and the 
great proportion of indirect taxation is attnbutablo to the 
desire to limit opposition to the least possible extent. 

TitE Social Peixciple of Taiatiox 
P eople who arc dissatisfied with the existing system of 
distribution advocate taxation to reduce the glaring mequa> 
litios m the distribution of incomes m modem communities. 
They maintain that the tax system should be so planned and 
designed as to bring about a ^tter distribution of wealth and 
to produce revenue at the same time. This object could be 
attained if the wealthier classes could be taxed more than in 
proportion to their income This would discourage produc- 
tion and penalise saving and would also interfere with economic 
progress There seems to be little possibility of a very sharp 
progressive system of taxation ; because the object of reducing 
inequalities can be, to a certain extent, achieved by a careful 
application of revenue as to improve the economic condition 
of the poor In practice, however, progression does result in 
taxing the rich to a much greater extent than the poor, and 
to a certain extent it aims at reducing inequality also. 

Taxatiox to Regitlate CoxSUjiptios 
Taxation is also advocated and adopted in practice to 
regulate consumption and to reduce the use of alcoholic drugs, 
which are injurious to health and which reduce efficiency. 
The aim in such cases is moral rather than economic and 
financial, and in practice such taxes arc very productive of 
revenue to the taxing authority. They satisfy the canon of 
economy by providing a revenue and by rendering social 
service. 
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Peogressio>‘ rv Taxation and the Nature of Ikcojie 

The principle of progression as noted above is being used 
to a greater extent ^itli the growth in democracy and with an 
increase m the scope of the functions of the State ps educa- 
tion, public health, social services, etc Progressive taxation, 
as a general rule, should be on the amount and not on the kind 
of income, if it is to be appbed on a large scale The best 
progressive taxes are income-tax, property taxes and inheri- 
tance taxes, and it is these taxes m regard to v Inch the principle 
of progrcasion is liktly to be applied 

Incomes from viork should be taxed at a lower rate than 
incomes from propeilv in onler to reduce the sacrifice of the 
t.ixp. 7 jors to the miumiam Incomes from woik are regarded 
oven by those having no socialistic tendency to be on a different 
footing from unearned incomes of the leisure class For this 
reason unearned meomes are taxed at a higher rate than in- 
comes from work. Finance Ministers realise the supreme 
necessity of raising the largest revenue Mith the least possible 
trouble to taxpayers and nithout making the mcomc-tax 
an instrument of oppression Excess profits and conjecture 
gams are suited for special taxation. In other words, there 
IS a plausible case on grounds of equity for tares on "windfall 
wealth”. War profits and unearned increment in the value 
of land are examples of windfall gams. This type of wealth 
has tun characteristics. The first is vjuhsenedness, uhicli 
means that this wealth accrues to its owner withont his render- 
ing any equivalent services m return ; and the second is im- 
fjpfWcdiicss,. that is, the whole of this wealth is not expected 
by the recipient. The first characteristic justifies the taxa- 
tion of windfall wealth on grounds of equity ; while the second 
one justifies it on grounds of economy. According to Adam 
Smith, ‘‘Both ground rents and the ordinary rent of land are 
a species of revenue which the owner m many cases enjoys 
without any 0.110 or attention of his own. though a part of 
this rexonuc be taken from him in order to defray the expenses 
of the State, no discouragement will tliercby be given to any 

sort of industry ground rents, , are altogether 

owing to the good government of the sovereign, which, by 
protecting the industry cither of the whole people or of the 
inhabif.mfs of some p.irficular place, enables them to pay so 
much more than its real value for the ground which they build 
their houses ujion. Nothing can be more reasonable than 
that a fund which owes its existence to the good government 
of the State should be taxed peculiarly, or should contribute 
something more than the greater part of other funds towards 
the 8 upi>ort of that government.’'' 

• The Wealth cf Sations, Book X*, Cliap. II, P.art II, Art. I. 
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■ Double Taxatio't 

Double taxation in the general comity of nations is 
far more important than has hitherto been imagined. It 
arises when the place of the ongm of the income is one country 
and It IS taken to another country where the recipient resides. 
The ini ome wonld then he taxed in both the conntnes The 
importance of this sort of taxation has increased with an in- 
crease in the volume of international indebtedness and with 
an increase m tl'e economic solidarity which binds nations 
together For example, the International Shipping Confer- 
ence of 1921 passed a resolution that “IVhilst the shipping 
industry recognises its obligation to bear its full share of taxa- 
tion, It 13 economically impossible for the individual ship- 
owner to bear that burden id each and all of the countries to 
which his Aesscla sad It is tbertfore desirable in the mtciests 
of international trade that legislation be enacted m every 
maritime country of the world, giving immunity from taxa- 
tion m respect to the tamings of foreign shipping m all cases 
•where similar immunity is reciprocaUy given ” 

The difficulty of avoiding double taxation arises where the 
question is asked which governments should forego reveiiue 
and to what extent * On the ground that taxes seem to be 
paid by things rather than by persons, many countries follow 
the principle ot taxing according to origin The origin ix 
looked on as the mam principle, and residence as a purely 
secondary prmciple There is a tendency among governments 
to be more inclined to give up the principle of residence than 
the principle of ongm, although ongin is generally dropped 
in the case of new investments For instance, the Dominions 
of Australia and ifew Zealand and Brazil have offered their 
securities yielding fixed rates of interest free from all taxation, 
present and future 

The League of ^at'ons Committee on Double Taiation 
submitted certain draft conventions to avoid doable taxation 
and fiscal evasion for adoption by members of the League 
In the coarse of an interview with the Chancellor of the 
Exchequer, a deputation from the Federation of British Indus- 
tries was informed that the British Government was prepared 
to consider any fair and reciprocal arrangement with any 
foreign country Accordmg to the Finance Act of 1930, the 
British Government was authorised to enter into reciprocal 
agreements with any other govemmeat to avoid doable taxa- 
tion of the nationals of one country trading in the other. 

There are four methods of avoiding double taxation ; 

(1) The method of exemption for income going abroad ; 

(2) The method o£ divisum of the tax , 
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(3) The method of classification and assignment of 

sonrces ; and 

(4) The method of dedcction for income from abroad 
The first one is based on the theory that the borroiring 

country cannot sncc^'sfnlly tax tbe foreigner, bnt can only 
shut him out. In this ease, all non-rcaidnnts are exempted 
from taxation impo-ed on income drawn from sources in the 
country of origin The advantage is thit the inflow of foreign 
capital increases the economic developmenr of borrowing 
countries This principle !•> recommended in the report on 
Double Taxation snbmitted to tbe rinancial Committee of 
the League of Nations The prmciple that residence and not 
origin of income should be the controlling consideration m 
solving the problem could ailoptKi by countries on a com- 
parative plane of economic equality 

A good deal may be said with regard to the second method 
of dividing the tax If coontnes are reluctant to abandon 
the principle of origin, the difficultv could be solved by a 
system of exemption on settled hots Tbe Royal CoramiS'ion 
on Income-tax m 1920 Tccommcnded the principle that where 
income-tax is charged on the same income both in the Tnited 
Kingdom and m a Dominion or India, tbe total relief to be 
pven should ho equal to the tax at the lower of the two rates 
(United Kingdom and Dominion or India) imposed. 

The thud method may be desenbed as below — 

“By convention it might be determined to attach origin 
taxation specifically and wholly to particular classes of invest 
rnents or embodiments of wealth, such as rents of land and of 
liou«es and mortgages on real property, but to exempt the 
non-re«ident in respect of income derived from busmess secu- 
rities. The country of residence would allow the whole of 
the foreign tax as a deduction from its income-tax on the 
resident m respect of such sources of income, but would chiirge 
other sources m full The country of origin would retain its 
specific origin taxes m full. It would be necessary to give the 
country of residence complete power of charging all sources, 
except for certain specified exemptions, so that the scope of 
Its liability to remit the tax would be easily determined, and 
the investor, from bis total income-tax demands, would be 
able to deduct certain si>ccified taxes on any real property 
he might have. It might be desirable to impose some limit 
upon the power of the country of ongm to levy m future spe- 
cially heavy specific origin taxes, which would unduly deplete 
tbe exchequer of the country of ongm.” {League of yaUons 
lieporl, 1923.) 

The fourth method is opposed to general practice and the 
whole burden of increased taxation in borrowing countries is 
placed upon the creditor country. 
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The ideal of double taxation is to exempt income going 
abroad Where it la difficnlt to adopt, " a plan based on the 
classification and assignment of sources and modified by the 
division of the tax would appear to offer the best solution of 
a very difficult problem 

Ten SiHGLC Tax 

The single tax is the tax on some one class of commodi- 
ties only m the revenue system of a country. Various types of 
single taxes have been proposed The Physiocrats proposed a 
single tax on the economic rent of land , because it would 
not be shifted and it would not check saving This idea, 
however, involved a false theory of incidence Henry George 
made a similar proposal partly on economic and partly on 
ethical grounds 

The objections to a single tax are : — 

(1) It would not produce adequate revenue 

(2) It would mean a very unsatisfactory distribution of 
the burden of taxation A niilbonaire owning no land would 
escape taxation , while a poor man, ubo bad invested all his 
savings in the purchase of a bouse, would pay a proportion- 
ately high taxation 

A single tax on income could be devised with advantage. 
It could yield adequate revenue and avoid unfairness m the 
distribution of the burden of taxation by means of graduation, 
differentiation and other device* There are three grave 
objections to such a single tax. 

Firstly, It would be difficult and expensive to collect, 
particularly in relation to small mcomes 

Secondly, it would secure no special contribution from 
the inheritors of wealth 

Finally, it would check saving more than other taxes 
would do 

The first objection coaid be overcome by administrative 
improvements and by exempting small incomes altogether ; 
while the second one could be overcome by treatmg inheri- 
tances or gifts as taxable income at the time of acquisition. 
The third could be overcome by exempting savings from tax- 
able income, and thus imposiitg a smglc tax upon personal 
expenditure m place of personal income This method will 
also mvolve grave practical difficulties and expense and leave 
loopholes for frauds An easy way to tax expenditure would 
be to tax commodities or services direct. But such taxes 
would necessarily be multiple , while no smgle tax on one 
commodity would produce adequate revenue. In case 
attempts were made to find ont such a commodity, heavy taxa- 
tion would drive it out of use in case substitutes were available 
for It In case it were a necessity of life without substitutes. 
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it would result in a very bad distribution of tax burden and 
would hit the poor very much 

MuITIPLE TAXiTIO> 

A multiple tax system is generally preferable to a single 
tax system, but too great a multiplicity of taxes i\ould be 
undesirable A large number of taxes, however small, would 
involve a large cost and vexation in collection It is, there- 
fore, best to rely on a few substantial taxes for the bulk of the 
revenue Income and inheritance taxes are the best to tax 
the rich , while indirect taxes on a feu commodities of wide 
consumption, preferably on commodities not necessary to 
health and efficiency, should be used to tax the poor 

Another question is whether the characteristic of a good 
tax IS that it should he felt verj much or very little Some 
people argue that the best tax is that which is least felt and 
which causes the least inconvenience and conscious sacrifice 
to the taxpayer. But others think that political responsi- 
bility comes when people feel the taxes and that mankind 
can only learn through suffering Trobably, it is on this- 
ground that many war indemnities are imposed upon the 
defeated countries if they arc responsible for wars. It is also 
pointed out that it income-tax is imposed upon all, including 
the poor, all would co operate m checking wasteful expendi- 
ture and the poor would gam in moral stature. It has, how- 
ever, been generally recognised that taxes which are least 
felt are the best, and this is a xrell-known and well-accepted 
principle in public finance 
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Problems of Incidence of Taxation 

It is Tcry necessary to distinguish bet^reen the incidence 
and the effects of taxation The problem of the incidence 
of a tax IS commonly understood as the problem of \rho pays 
It The incidence of a tax is upon those who bear the direct 
money burden of the tax The problem of mcidence is : who 
actually bears the money burden of a tax? In connection 
with the effects of taxation, the question resolves itself to 
a discussion of the ultimate economic conditions to which a 
tax gives rise In a study of the practical prohlems of parti- 
cular taxes, It is sometimes very difficult to separate the prob- 
lems of the effects from those of the incidence But to obtain 
a clear view of the distribution of the money burden of taxa- 
tion, the distmction has to be made between the two sets of 
problems 

A distinction must be made between the direct and the 
mdfreef burden of a tax, and also between it? real burden and 
its woney iiurt?e*i The fofol direct money burden of a tax 
15 equal to the total yield of the tax to the puhbe authorities 
>hich impose the tax There i s a corresponding direct money 
burden or mcidence faibng upon some to every pie Jif revenue 
raised The payment of a rupee in the form of tax means 
a greater sacrifice of economic welfare for a poor man than 
for a rich man This is a question of the direct real burden of 
the tax and not of its incidence In case a family is com- 
pelled to consume less sugar when there is a rise m its price 
on account of the imposition of a tax, the family in question 
has to sacrifice economic welfare This is a question of the 
indirtct real burden of the tax and not of its incidence When a 
tax is imposed upon a manufacturer or producer of sugar, 
some time has to pass before he can shift it on, and m the 
meantime he incurs a loss of mterest on the amount of 
money given to the tax gatherer. This is a question of the 
indirect money burden of the tax and not of its incidence 

Thus the mcidence of a tax on a commodity collected 
from the seller may be on the buyer entirely, if there i» a nse 
m Its price by the full amount of t!ie tax The mcidence will 
be wholly on the seller, if the pnee does not rise at all ; while 
It will be partly on the seller and partly on the buyer, if there 
IS a rise in the price by less than the amount of the tax 
DlFTDSlOS THCOBT 

Sometimes, the view is held that a tax may for some time 
stict at or near the place where it is originally imposed, but 
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that it is eventually shifted again and again until it spreads 
over a large number of the people, nhether they may be called 
upon specifically to contribute to the State or not This is 
known as the "dilTusion” theory of taxation. This theory 
assumes that in the long run it does not matter what form a 
tax may take or what methods are adopted for its collection. 
It IS sure to shift from one person to another, until finally, 
everybody shares its burden. 

This theory is shallow and misleading, the former because 
it does not consider it useful to trace the incidence of a parti- 
cular tax and thus avoids the real difl'iculties . and the second, 
hocauso it assumes a 8 t.ite of perfect mobility and competition 
■which is far removed from actual, practical conditions. Tho 
theory assumes that originally a tax may hit one class of people, 
but ultimately it must be borne by the people as a whole It 
may be said that the incidence of taxes presents some of the 
most complicated questions m applied economics and cannot 
be dismissed so summaiily as is done under the “ diffusion ” 
theory. 

Wo may now make some obscr\*ations on the direction 
of shifting, the form which it takes, and the manner in which 
it 13 measured, ^^’^]cn a tax 13 placed upon a commodity 
■which enters into trade, it usually moves forward, that 13, 
on to tiio consumer. The movement is in the forward direc- 
tion from the soUor to the consumer. Whether tho whole of 
the tax IS so transferred or only a part is a question which 
will be examined prosontlj. This depends upon a number of 
considerations. Firstly, the economic position of the person 
on whom the impact of the tax falls has some bearing on tlie 
question If the person is engaged in buying and selling the 
commodity on which the tax is imposed, he will do his best 
to shift it on to liis customers, and failing that, he will try to 
pass it on to those persons from whom he purchases that 
commodity. Hut this backward shifting, though not rare, 
IS yet more difficult to nrcomplish 

Sometimes, slutting takes place without any outward 
change in the price of the eommodities taxed. The producers 
may not like to risk friction with the public, and may reduce 
the qualify or size of the coinmoility concerned. Where 
the t.ix H upon the commodities produced by the manufac- 
turer, the shifting is easy, because the consumer 13 in a better 
frame of mmd to bear the duty as be knows it. The tax may 
be upon raw maternh which enter into the production of tho 
commodity concerned. In this case, it is more hidden, and 
the producers will try to shift it by reducing the quality or 
the quantity of their goods, leading the i»rice as before. Again, 
the price may rise by the full amount of the tax, but a part 
of the burden may remain with the seller. Perhaps his sales* 
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may fall at the increased pnce, and he is prevented from rais- 
ing; the price by more than the amonnt of the tax owing to 
the competition of other producers Farther, the price may 
rise by more than the amount of the tax, because the currency 
may not be sufficiently divisible to allow of an exact contri- 
bution by the consumer , while the seller in charging a round 
figure will select the upper and not the lower limit in self- 
interest For example, if there is a tax of 4i. per dozen boxes 
of matches, the price may nse by W per box if bought sepa- 
rately 

In some eases it is difficult to distinguish the problems 
of incidence from those of effects. 1 ho seller may suffer a 
reduction m his business or may have to bear a larger interest 
charge on his capital This problem is one of effects and not 
of the incidence of taxation. The tax may be one shillmg; 
and the extra charge for interest, etc., may come to one pence. 
If the price rises by 1«. Id the consumer bears the whole of 
the tax as well as the extra charges , whereas if it goes up 
only by one shilling, the whole incidence is upon the buyer ; 
though actually Id is being contributed by the seller. In 
case the price goes up by 8d , the incidence is upon the seller 
to the extent of 4d. m addition to the charge oi Id These 
two charges should be kept separate in tracing and estimating 
the incidence and effects of taxation. 

The movements m prices may coincide with variations in 
the rate of taxation ; but to a certain extent they may bo 
attributable to other factors, and to that extent, may be 
Independent of the imposition of the lax. They may be due 
to changes in the demand for or the supply of the commodity 
taxed, or they may be caused by conditions of the currency 
system of the country concerned or by considerations of ex- 
change. etc One cannot, therefore, measure the exact inci- 
dence of a tax on imported commodities by comparing their 
prices before and after the imposition of the duty. 

Secondly, conditions inherent in the tax also have some 
bearing upon its mcidence, though they may sometimes he 
Ignored Shifting may be prevented by the design and struc- 
ture of a tax, quite mdepcndently of the nature of the article 
taxed .4. tax may be imposed upon one commodity or upon 
a whole class of commodities. The demand for some commo- 
dities, say, tea and coffee, is competitive or alternative, and a 
nse m the price of one of them may lead to its replacement 
or substitution by the other If a tax is imposed on tea, the 
seller may not be able to shift it on for fear of the demand 
being diverted to coffee, which is not taxed. But if both 
are taxed, the tax can be shifted, though here the amount 
of the tax and the comparative effects upon pnees must be 
rfaken into consideration. It may, therefore, be generalised 
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ihal a tax tchich is common to all commodities of a certain group 
ss more lilely to be shifted than « tax imposed erclusicely on a 
particular commoditij in that group 

The mngnjtude of a tax 19 another important consideration 
in determining its incidence A tax of a largo amount cannot 
be wliolly borne by the seller, though be may bear a part of 
it ; but where a tax is of small amount, the force of circum- 
stances may be such as to mabe the burden rest on the seller. 
Tlicre IS some amount of trouble and inconTenience to all 
parties crery time when a trader increases his prices, and the 
resentment of the buyers is great if the duty 19 not imposed 
spccincally upon the goods ofTere<l for sale The extent of the 
competitive nature of the conditions of the sale determines 
the disinclination of individual tradcre to raise their prices, 
because the rise m the price will mean a falling off m 
business. It may be said that if the price were to change 
only to a slight extent, the aggregate demand might not fall 
off, and therefore the seller would not hesitate in shifting the 
tax. But this would be true in case all the sellers acted 
together even without actually entering into a formal agree- 
ment to that effect. Bfit i( some of them were to follow a 
policy of undercutting prices, the producers who would raise 
their prices must suflor a reduction in their sales 

Tlie shifting of tlic duly on a commodity is also mdnenced 
to a certain extent by its form, » e , whether jt is specific or 
<i(Z valorem. In the case of a specific duty, the sellers of the 
cheapest grades would not bo able to bear it as the ratio of 
tax to profits per unit is altogether excessive. If they are to 
continue m business, the prices of their goods must rise by 
the full amount of the tax. In this case, the incidence will 
be on consumers. If owing to market conditions, prices 
cannot rise adequately to make up for the duty, the producers 
of the coarser goods may have to cease production. This 
will result in .a fall in the supply, in an increase in prices and 
in the tninsfere’nce of the tax to Jhe purchasers. It would be 
a ease of long run clTects rather than of direct shifting, but 
the outcome is the same from the buyer’s point of view. In 
the case of an <nl valorem tax the producers of coarser goods 
base not to be.ar such a high ratio of duty to profit per unit. 
It they have to bear the burden themselves, they do not suffer 
so much as in the case of a specific duty. A specific duty is, 
therefore, somewhat easier to be shifted than an ad valorem 
duty. In other words, the opportunity of shifting the tax 
‘to the buyers is not quite so favourable in the case of the 
ad valorem duty as in that of the specific duty. The duty of 
both kinds may bo shifted; but there are greater chances 
for the shifting of the specific duty than of the <id caloreru 
duty. 
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The capacity for progression in the case of income tax 
has some influence upon its incidence. In the lowest ranges 
of income, a proportional income tax is liable to be shifted 
like a specific duty on commodities. In.the ease of the pro- 
portional income tax, the tax on very low incomes would be 
shifted backward to the employers or forward to those who 
buy the products of persons on whom the tax is imposed. 
Manufacturers making the smallest profit could not pay a 
proportional duty, based on average profits, but should pass 
It on either backward or forward or go out of business But 
a progressive tax would not be shifted with the same facdity 
even in the lower ranges of income The marginal jiroduecrs 
srould not be required to pay at the same rate as those making 
large profits and would not thus be impelled to raise their 
prices Thus in the case of progressive taxation, the likelihood 
IS that the duty may remain where it is first imposed. 

Conditions inherent in the objects of taxation also 
determine the nature of the money burden or of the incidence. 
An income tax is shifted, if at all, in a different manner from, 
a tax imposed upon commodities The income tax is not 
intended to be shifted and the payer finds it difficult to transfer 
the burden A manufacturer or trader may try to raise tho 
price of his goods, but this is rarely practicable In case ho 
draws lus income as salary, the difficulties arc even greater. 

Taxes on commodities arc usually intended to be shifted. 
The fact that the articles taxed enter into exchange facilitates 
shifting , because tho machinery for the shifting of the tax 
IS present Excise and customs duties themselves vary in 
their capacity of transference according to the relative position 
of the taxed commodities in the different stages of production. 
Duties on producers' goods can be more easily shifted tlian 
those on consumers goods. In the former case, there is an 
opportunity of transfer at every stage when the goods change 
hands In the ease of consumers’ goods, the tax comes to 
stay there , because the consumer is at the end of the chain 
of production He can lighten his burden by shifting the 
tax backward, which is very difficult 

In the case of a tax of a recurring nature, the incidence 
IS partly determined by the degree of durability possessed by 
the commodity. A person bnying tlie property takes into 
consideration the question that he will have to pay annual 
taxes thereon, and the price offered is less than it would be if 
no such charges were to be borne The price is the value of 
the property minus the capitalised amount of the tax. 

The owner of such property at the time when the tax it 
first imposed suffers a double loss. His income is reduced by 
the amount of the tax and the value of his property by the 
amortised value of the annoal taxation. The advocates of the 
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amorlinatinn ihcort/ hold that the incidence of the tax is upon 
tlie oriKinal owners of the property ; because the purchaser 
huvs it free of tax himself The annual payments that have 
still t(} be made to the State are said to be balanced by the 
interest from the capital sum that is saved wlien the property 
is obtained, and, therefore, they do not represent a net charge 
at all 

The elasticity of demand and supply is a more important 
consideration influencing the incidence of a tax than the nature 
and form of the tax itself The demand for luxuries is usually 
• lastie. while that for necessaries is coniparafncly inelastic, 
lllastioity and inelasticity are not absolute terms, but are 
relative only Tliose who can buv the most costly luxuries 
A\ill not restrict their pundiascs, it there is a rise in the price 
by a moiicratc amount ^onie people buy them merely 
because they arc expensive and in ca«* they were very cheap, 
they would refrain from purchasing them But the number 
of persons, who are just m a position to purchase the article 
at the original price, and who, after the imposition of the tax, 
would not purchase it. h perhaps more numerous 

The demand for necessaries is not as inelastic as is gene* 
rally supposed. Tliorc arc persons who have a surplus after 
purchasing their necessaries After the rise m price, tfloy 
would purcliase the same quantity as at the original price. 
But those sslioso income was barely adequate before would 
cut down their expenditure on the articles for which their 
need was least insistent. 

Suhjoet to those generalisations it may bo said that the 
demand for luxuries is elastic ; while that for necessaries is 
inelastic; and a tax on luxuries is less likely to be shifted 
than one on necessaries The demand is aUo rendered more 
c hstic by siihstitiitos ; and thus if a BubAituto is left untaxed 
or faxed at a lowir rate, the demand for the former commodity 
is likely to ho T«ry elastic. In general then a tax on luxuries 
r.iisis their prices by a smaller amount than a corresponding 
tax on necessaries. A tax on commodities that compete with 
initaxeil commo<hties is more ditTieult to be shifted thin a 
tax leiied upon the whole range. 

The determination of the inciAenci also depends upon the 
elisfieity of the supply of a commodity. The greater the 
elasticity of the supply, (lie greater is the bargaining power 
of the seller, and the easier It is ta shift the burden to the buyer. 

If a tax is plaeisl on a commodity who^e supply can bo increased 
or diminished aery quickly, the producer will immediately 
ndiKo the output in n*sponse to a possible curtailment of the 
demmil therefor. Ifc will then he m a more alvantageous 
lH»itinn than sellers having taxed stock in Ins negotiations for 
prices with purchasers. 
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The elasticity of supply is inflaenced by the mobility or 
adaptability of the capital goods employed in production. 
JIachmery and plant may be highly specialised and may be 
employed only for the original purpose, or they may be used 
for somewhat different purposes, should occasion require. The 
latter is the case with maehmery intended for making parts of 
watches, which can be employed in case of necessity for 
producing debcate parts of other things. If a tax were 
imposed on goods produced by these two types of machinery, 
specialised and adaptable, assuming the elasticity of demand 
for the commodities produced to be the same, the manu- 
facturer of watch parts would be m a better position than the 
other manufacturer He can shift the tax more easily than 
the other one can. 

The comparative mobibty of capital is an important 
factor in determining the incidence of customs duties. 
Producers m a certain country may have invested large sums 
of money m apcciabscd machinery to supply goods to a foreign 
market The degree of epccialtaation will depend upon the 
extent of the demand. The country importing the goods 
may impose a tariff The demand in the importmg country 
may be so elastic that a rise in price by the amount of the 
duty may reduce sales considerably. Under these circum- 
stances, for a time, the sellers have to bear a portion of the 
duty themselves. It is only in rare cases that the foreigner 
can be made to contribute to the exchequer of the home 
country and this is one of them. The producer cannot use 
his capital for other purposes, and he may have no alter- 
native market of important size for bis goods. Then he will 
bear a portion of the tax himself. 

An important consideration determining the incidence 
of import duties is whether tbe foreign producer is in effective 
competition with producers in the country levying the duty 
and in other parts of the world, or whether he enjoys monopoly 
of the supply of goods m question. The competition between 
the different foreign producers, even m the absence of compe- 
tition from home producers, may be so keen that some of them 
may themselves bear the duty rather than nsk a reduction m 
their sales. If the foreigner is a mooopobst and is charging 
the maximum pnees, then be may not be able to raise the 
pnces of his goods The amount he pajs m duties may thus 
be less than the loss ho would suffer in profit by increasing 
the pnees of the goods. 

But such instances of monopoly are rare Even m the 
case of exclusive power over production, substitutes may bo 
available, which provide a check upon the price policy of the 
monopolist. If a customs duty is imposed or increased, the 
policy of the monopobst may be influenced by the taxation 
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of the Bub'itvtutcs. If, however, all commodities of this class 
arc tavod at a proportionate scale of duty, without involving 
any prefereneo or protection, the price may go up by the full 
amount. The incidonce then may entirely fall upon the 
liomc consumer. But if the foreign monopolist has to 'jiay 
a relatively higher duty than hn competitors, he may not 
he able to recoup himself by chatging higher prices Then 
lie may have to contribute something to tho exchequer of the 
homo country 

Another condition determining the incidence of import 
duties IS the comparative importance of the country's market 
from tho producer s point of view The country imposing 
the duty may have a monopoly of the demand of the goods 
of the foreign country The foreign seller will then find it 
difficult to raise the price Rut if other markets are available 
to Inm, he can sell his goods there, and if the demand of the 
consumers of the country imposing the duty is very insistent, 
the latter viU have to bear an mcidcnco of tho import duty. 

Tint? tho incidence will also depend upon tho elasticity 
of the demand for tho foreigner’s product In case of the 
inelastic demand for those goods, tlvc price would be raised 
by tho amount of the tax without reducing sales, and tho 
incidence will fall upon tho consumers. But if the demand, 
besides being exclusive to the people of tlic taxing country, 
M of an elastio nature, the foreign seller may have to bear the 
whole of tlie duty himself. 

A fourth condition is the extent to which it may bo 
possible to produce the commodity at homo. If the article 
cannot be produced at home, the pnee will rise as a result 
of tho imposition of tho tax, partly because of the tax itself 
and partly because of the reduced suppUea from abroad. In 
case, hoa’cver, tho demand is very inelastic, there would be 
no possibility of a reduction in the supplies from abroad. In 
tho past, howeier, home prwluction might have been restricted, 
not through natural, physical and climatic conditions, but 
because of tho early start of the foreigner in tliat industry, 
80 that only the best home firms could carry on production 
and compote witli the foreignex. Under such circumstances, 
tho increased price resulting from the imposition of tho duties, 
would afford protection to the industr>% and producers who 
were hitherto below Ihe margin wouhl begin to supply for 
the home market. Tho higher the level of the new prices, 
the greater would be the possibility and inducement for such 
firms to enter the field and preside for tho home market. 

Ttie conditions ot varying costs also determine ttic inci* 
(lenco of import duties. If the commodity is produced under 
increasing returns, the larger sales of the home producers may 
pennit of a reduction in prices. This will, however, depenik 
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■opon the effectiveness of competition among home producers. 
If such competition is rery keen, prices may go doivn, the 
duty remaining at the ongmal level. 

The conditions of joint demand and supply also deter- 
mine the incidence of -taxes If conditions permit, a lax on one 
of such articles mav be partly shifted to the consumer or pro- 
ducer of the other commodity that enters into the joint rela- 
tion For instance, in the case of the demand for irines and 
bottles, the mne producer may try to shift the duty to the 
consumer If ho cannot do that, he will reduce the price of 
the bottles, and thus a part of the burden of the tax on wines 
will fall on the makers of bottles The manufacturer of motor 
tyres and other rubber goods will similarly try to pass on the 
duty to the purchasers of motor tjTes, but if he cannot do so, 
he will have to increase the prices of other rubber goods. 
Under such eircumstaacos, the incidence of a tax on tyres 
would fall partly on consumers of the other joint products. 

He may have already been chargmg the highest prices 
consistent with maximum profits for his several products. 
Then he will have to consider other means of dealing with the 
problem or may hear the tax himself. Even if he can raise 
his prices, it may be argued that as he could have charged the 
same prices before the imposition or increase in the tax, 
shifting in the real sense of the term has not taken place The 
tax may have a considerable effect upon the policy of the 
seller , but it has not directly entered into price 

Another factor of great importance is the time element in 
determining the incidence of taxation. A tax may be of small 
amount and the seller may be prepared to bear it himself to 
avoid friction with his customers. In the long ran, however, 
conditions may be different. The supply may be inelastic in 
the short period bnt elastic in the long mn. Expensive and 
specialised machmery may have been employed and production 
cannot be curtailed immediately The burden of the tax in 
the short run will fall upon the manufacturer In the long 
run the supply can be adjusted by restricting the investment 
of new capital Then the pnees can be raised by the full 
amount of the tax Thus in the long inn, the incidence 
may fall ujion purchasers 

I^aDE^CD xfmjer Competition 

The factor of competition is another important considera- 
tion deteTiTuniEg the incidence of a tax. Many firms mth 
differencis in advanlrgcs of production may be'producin'r a 
commodity Some of them may be marginal ancT others 
iupenor and there would be grades of superiority from the 
point of view of the advantages of production. Thus under 
competition, there may be a number of firms, each with a 
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(liffpront unit cost of proGaction, and each srith a Taryin;^ 
rate of I'rofit. Tlio ndling price of the t'oods of all may he 
at the same level. If a tax 13 imposed, its ineidcncc svill Varv 
accordin'? os it is imposed upon the commodities or upon the 
P'-ofits of the producers ^ tax on the product is likely to bo 
shifted on to the consumers If it is of a small amount, tho 
sup'-rior and the more prolitablc concerns may decide to bear 
it tiu'msdses, when the marfnnal firms will co out of business, 
heeause the hitter cannot riducc their prices In the case of 
a "reat elisticitv of demind also, the price may not be reduced 
for feir of a f.iUins od m siles, with similar eonsei^iienccs to 
the mirmnal producfrs As a j?ctier-l rule, however, a tax 
on a (onimnditv is slnffid to the toiisumers and the rtspeetive 
positions of tlie gever.il firms remain as bi fore 

The meuionee of a tax on profits is dittfrent There is 
minimum t.ixirce intoine and ihe marginal firms will remain 
unaffected by a tax on profits If the superior firms inereaso 
their prices us a rosiilt of a tax on then profits, tliej stand tho 
ri«k of losiiis their lusfomers to tho inarKinal firms whoso 
prices remain unehanced If the rate of duts goes up m pro- 
portion to profits e-s the case actually is, tho difliculty of 
shiftmt? the tax becomes «ven i?reater Those proiliuers wlio 
make scry hi^h profits and thu« base to pay the highest rate 
of tax are in fear of bein!? iiiidereiit by firms whoso profits aro 
taxed at a lower rate. Tlius the shiftmc of taxes on profits 
under compctitiic conditions is very liilhcult 

I>CIDnhCr. 0>DEP. MOVOPOLY 
Under monopolistic conditions the consumer may not 
liaie to hear the whole of the money burden of a tax. Under 
monopoly, cost and price may not be identical as the mono- 
polist can charRc rs much above the actual cost as lie thinks 
])raetieablo. Tho price thargwl by him is determined by 
conditions of demand. He cannot chargo a hiRh price if the 
amount demanded is likely to be small at that price. Simi* 
hirly, he w ill not tharse a very low pnec if he thinks that tlie 
r< sultant incriMse m «lemand would not bo sufTicieiit to com- 
]» n? ite for the reducinl profit. To a certain extent, tho pneo 
is also di termini d by rt ferincc to the unit costs of production 
at the diffinnt lewis of output. Gem rail}, the cost per 
unit will f.ill with an increase in the solume of production or 
output. The inonojiohst thus fixes the price at a point, which 
h.sMMi rejr.ird to the conditions of cost and demand, gives 
lam the highest net profit. The monopoly price is gonerallv 
at a higher leiel than the coni[K(itise price. 

A lax m.iy he imposed eitlur on the monopolised commo- 
dity or upon tho profit of the monopolist. A tar on tho 
rimimodity may he so Rmall th.it the monopolist may not 
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xegard it worth bis wliile to raise the price. If it is appreciable, 
he may decide to increase the price by the foil or by the partial 
amount of the tax, even thongh his sales arc slightly reduced 
and his unit costs increase. He does not fear the possibility 
-of being undercut by Ins rivals, because the commodity tax 
affects all equally. Thus the possibility of shifting is very great. 

A tax on the profits of the monopolist would be more 
4ifflcult to shift. He caa raise his prices m this case only if 
formerly he was charging less than the price which was most 
advantageous to him If the price is already at the point of 
maximum net revenue, he cannot recoup himself by raising 
it. The incidence of a tax on monopoly profits is thus 
-entirely on the monopolist 

In practice it is not so easy to devise such a tax. All 
monopolists do not work out their prices as explained above. 
Some of tliem fix up the prices by guess work ; while others 
may be charging low pnccs to avoid potential competition 
■from becoming effective Their monopoly may be due to 
•efTicient organisation and can continue only so long as prices 
■are kept low The prices of many monopoly products are 
purelj arbitrary, and thus the mcidesce of a tax cannot be 
determined with certainty. 

Some people would advocate the taxing of a monopolist 
m order that he may return to the public a part of his mono- 
poly gains They a^gue that it it is true that ho cannot charge 
more than he is already doing, his share of taxation may be 
ancreased so that he may return to the public some of his 
monopoly gains Others hold that a monopolist may restrict 
production and may cut down the total output after elimi- 
jiating competition To combat such an anti social policy, 
they advocate that the monopolist should be taxed at a dimi- 
nishing rate as his output increases. This would lot the 
incidence rest on the monopolist; while it would not be to his 
advantage to reduce the output and to charge high prices. 

It may he said that the above view is not quite correct ; 
because the mam object of a monopobst is not to restrict the 
output and charge prices higher than under competitive 
conditions. He fUos the prices with reference to profits If 
he can get the maximum profit at pnees lower than under 
competitive conditions, he would do so m self-interest , while 
if he can get the highest net profits by curtailing production 
and by charging high prices, he would not hesitate in doing so. 
The latter can take place only under conditions of diminishing 
returns and not under those of increasing returns Mono- 
pohes aeder conditions ot dtsuaishiag letntas arc tcij rare ,• 
while those under conditions of mcreasing returns are common. 
They are due to better organisation, and, therefore, generally 
it would not be to the advantage of a monopolist to restrict 
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production and to cliarRc bigli prices ; though it may be so 
m particular eases wJiich arc, bowcTcr, rare 

To summarise the factors determining the incidence of 
taxes, It may be said, first, that price movements following 
the imposition or increase of a tax do not always indicate tho 
extent to which it may have been shiftecl Secondly, the inci- 
dence IS, to a certain extent, determined by the nature of the tax 
itself, bv Its oxelusivenessor otherwise, by its magnitude and 
form Thirdly, the character of thecommoditj taxed has some 
bearing upon the problem For instance, a tax on consumer’s 
goods falls in a different way from a tax on producer s goods. 
Fourthly, the elastiedv of Rttpjdy ami demand is a factor of 
groat importance m determining tlie incidence, and tlic time 
clement is important m tins connection Fifthly, the incidence 
of import duties need not mees'tarilj fall upon llic foreign 
producer Finally, the ex.aminntion of competitiie and mono- 
polistic conditions shows that the ineidence vanes according 
as the tax is placed upon the eommoditv or upon the profits 
of producers The tax on profits is not easy to move both 
under competitive atwl monopolistic conilitions , while that 
on tho products can be shifted with comparatne case. 



CHAPTER V 

Effects of Taxation 

IIavi>g considered the prohlems of the incidence of 
■taxation, ive may now consider the economic effecls of taxes. 
They may conToniently be considered under three heads, 
,1) effects on production, (2) effects cn distribution, rnd (3| 
other effects 

The effects of taxation on production can simdarly be 
classified under three heads, (1) effects on people’s ability 
to work and save, (2) effcots on people’s desue to wcik and 
save, and (.3) effects on the distribution of economic resources 
between different employments and localities. 

A person's ability to work will be reduced by taxation 
which reduces Ins efficiency JThnt 

upon the nnor.. because that would mean a reduction in their 
Tfiiciency. i'his argrument applies to taxes on email incomes, 
mcludins; deductions from wages, and to taxes on necessaries. 
It also applies to taxes on commodities whose consumption 
contributes to efficiency 

Ability to save is reduced by taxes on persons who Lave 
nny margin of income and who are thus in a position to sere. 
The only taxes which do not reduce the ability to save are 
those that fall on the poor, because they have no such margin. 

There is the further danger that high taxation may react 
Adversely on the payer’s will to save and produce. Some 
people may be disconraged from prodocmg, while others may 
bo encouraged to work harder than before If a men has 
accumul.'vted a sufficient amount of money to help him without 
working, high taxation would reduce bis income and penalue 
further efforts Another man, bavins do other source of 
income, may be encouraged to work harder than before , 
because thereby he has the opportunity to earn the extra 
money out of which be can pay his taxes 

The effects of any particular tax upon the desire to work 
and save depend partly on the nature of the tax and partly 
on the nature of individual reactions to taxation A person s 
reaction to taxation is governed by the elasticity of his dim'md 
for income m terms of the efforts and scenrices w Inch lie mr :^s ‘ 
to earn tii< iii«3m^ If as a result of increased taxation s'* 
given effort or sacrifice produces less income than before, the 

desire to work or save is strengthened, if the elasticity of his 

.d‘un.'uu’i{n”iiiuimneiS“eaninl’*nnd*L*.v>waai..en.a£bi^itlis''vaL'}>‘itiai^'" 

IS very large He will try to work and save more than befoie 
in the former case, and less than before in the latter case. 


EFFECTS OF TAXATIOX 45 

IVople, ^h o liavo il<'T><-rnlpntB to maintain o r ^lio arc savinp 
tf) inpnmp a t a, future date, feel com- 

pelled by the pressure of increased taxation to \\ork harder 
or to save inure. People desire not only to be wclI-olT but to 
be bettor oft snciallv than their rivals They are impelled to 
increase their efforts to save more in order to meet the tax. 

\\hale\er the elasticity of the demand for income of tlie 
taxpajer, certain taxes have hardly aiij tendency to influence 
the desire to work and save Taxes on windfalls, i c, taxes 
in periods of (jn.it (lonomic ilisturbame or even iii periods 
of rapid coonomir chanR«*s do not effect the desire to work 
and give, anil, at the same time, arc very productive of revenue, 
fnhonted wealth is sometimes a windfall to the inheritor, 
and inlierilence taxes mav also fall in the same category A 
tax on a monopolist w hich gives him no inducement to alter 
Ills output or B‘‘lUng pruc is another example on the point. 
A tax on a monopolist, ivliieh makes a larger output and a 
lower selling priic mon* profitable, will iniroaso his desire to 
work and save, whatever the elasticity of Ins demand for 
iiuome may be 

In the majority of cases, however, the effect of various 
taxis upon the desire to work and save depends upon tlio 
<listioit.y of taxpayers’ demand for income Let us start 
on the assumption tli.it this elasticity of demand is very largo, 
and then consider the comparative effeits of various taxes 
upon the disire to work and save of the taxpayers 

Taxes on particular commodities will reduce this desire to 
a very small extent inasmuch as the incomes derived by tlio 
taxpayer from a given effort will have less purchasing power. 
A general t.ix on income will reduce the desire to save more 
than taxes on oiimmodities which fall on expenditure only. 
Tims some people iidvoi.ito the exemption of savings from 
income tax in whole or m part in the interests of production. 
A silos t.v\ IS also proposed to be substituted witli tbc same 
object III view. The chief ohjoction to the substitution of 
siles tax for imome tax arises from considerations o' distri- 
bution, end elvo from thope of llie cost of collection. 

Whore im income tax differentiates m favour of earned 
income, « c., taxes iniomes from work at a lower rate tlian 
equil inconus from property, it clucks the desire to save to a 
greater extent and the clcMre to work to a smaller extent than 
a tax which, while yielding the same revenue, made no such 
differentmtion. But pnibably the recipients of income from 
work have a greater doMre to save than recipients of equal 
inoonies from property; because the former have a greater 
incintive to make provision for the future. In other words, 
the di m.ind for income is probably less elastic among the former 
tli.in among the hitter. A moilerate degree of differentiation 
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In an income tax does not, therefore, introduce anv 
additional check to the desire to -work and sare. A very high 
rate of progressive taxation. 'vnO. certainly check the desire to 
TTork and save very sharply, and the sharpness of the check 
mil increase more rapidly than the rate of the tax. Thus 
though progressive taxation is to be preferred to proportional 
taxation, and almost always to regressive taxation, it is 
possible to find instances m which the application of the 
method involves an economic loss both to the taxpayer and 
to the community. A business man with a large income 
may be induced to retire from economic activity sooner than 
he would do if the rates of taxation were lighter. He may 
think that as he is advancing in years and is aJre.ady assured 
of » comfortable income from investment the net return 
after paying the heavy duties is not sufficient to compensate 
him for the hard* work. The community is the poorer m 
case he withdraws from economic activity when he is still 
capable of useful production 

IProm the point of new of Its effects on production, a tax 
on inherited wealth has certain advantages over an income 
tax. If its payment is not insured against heforehaud the 
inheritance tax checks sanog to the extent to which an income 
tax does. As rcg.irds its actual payment an inheritance tax 
will probably be paid by realisation of securities to a greater 
extent than an income tax will be paid out of money winch 
would otherwise have been saved As regards the effects of 
the expectation of h.aviDg to pay m the future, saving is pro- 
bably more reduced by the prospect of having to pay income 
tax each year than by the remoter prospect of one’s heirs 
having to pay inlientance tax at some dist.ant date. But if 
the payment of an inheritance tax is insured against before- 
hand the actual payment is made out of money received from 
an insurance company. In Western countries, the habit of 
insuring against inhentance taxes is becoming very common. 
The effects on saving of the annual premium payments would 
be the same as the effects of the annual payments of income 
tax. In both cases, paving is only checked inasmuch as the 
annual payments are made with money which would other- 
wise have been saved. “If, therefore, an inheritance tax is 
generally insured against, it seems clear that it checks saving 
to a smaller extent than an income tax yieldmg the same 
revenue 

The above arguments apply to an inheritance tax of the 
ordinary type, assessed on the total property passing at death. 
It 13 assumed that such a tax checks the tle»ire of persons, 
accumulating wealth, to work and save In the case of a tax of 


‘ H. Dalton, J’ufcUe Ftnanee, p. 91, 
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the type proposed by Professor Rignano, an eminent Italian 
economist, the desire to \\otk and saTO ■would be checked to a 
much smaller extent, if it •would at all be checked, .^cord ing 
to this proposal, the tax on inherited fo rtune should bo 
ated according to tin, nunibtr JT tlmPa It' cnanges hands by 

mlierUance Hn- urt.utr ttm age oL tne loriuue, me iieavier 

^?Tmn^£TK£rate^Mh£jM7~A"3iif<TennTTIornrouI<rTjFTiia(Te' 
between the wealth ol a jicrson which he acquires as a result 
of his own work and saving and wealth which comes to him 
by inheritante On his death, tho inherited wealth would 
he taxed at a higher rate than the earned wealth This will 
give lum a stronger mdneoment to work and save m order 
to provide for liis heirs * 

Both income and inheritance taxes differ m respect of 
their eftocts upon production from another point of view also. 
The prospecti%e inheritors of wealth will be less inclined to 
work and save if the inhcniancc which they expect is likely 
to be very substantial. They may even begin to run into 
debt on tho strength of their expectations By reducing 
these expectations, an inheritance tax stimulates work and 
saving on tho part of prospective inheritors, and tho stimulus 
will bo stronger m proportion to tbe heaviness of tbe fax. It 
may bo concluded that an inheritance tax on tho Rignano 
plan would stimulate tho productive energies of those aflected 
by It in place of checking them 

Wc m.ay now consider how taxation may affect production 
through Its effects on tho distribution of economic resources 
between different employments and localities. It is generally 
held that tho diversions of economic resources from thcip 
natural channels tend to check production; but in a large 
number of practical instance.'i this rule does not bold good. 

It may generally Iw said that “in the choice of taxes, there is 
a presumption m fas our of those which cause the nuniimim of 
diiersion of economic resources. But this presumption is 
frequently overthrown by special arguments applicable to 
particular taxes.” 

Taxes which ba>e been dcfcndwl on the ground that they • 
cause little or no diversion of economic resources are those 
on windfalls, on the site Table of land, on monopolists 
which offer no inducement to change output or selling price 
and cert.am others falling with equal weight upon allu'crs of 
hand. Wien a ]>orson is taxed on the employment of his 


’ For * (ulirr discussion of Prof. Itigoano’s scheme and o( inhents 
*nce lairs, sre Ilnlton. IrK^juaUty of /nfome*. Part IV, Chaps. IX, X ; 
and also iSpsu. ^^conomiM of Wtlfar*, Part IV, Chaps. 11 and VII, for 
a discussion of the comparative effects of income and inheritance 
taxes upon production. Also see Silverman, r^Tofion, Chaps. VlII 
and X incocneclion with the efferta o( income and inheritance taxea. 
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rosourceSj he Trill try to diTert them to some other employment 
free from or taxed at a Iotpct rate of taxation. This diversion 
TviU be profitable to him only if the loss of income, apart from 

taxation due to the change of employment, is less than the 

gain through the payment of lower taxation. Such diversion 

is, hoTvever, very difficult, because capital and labour become 

specialised in narticular emnloTmentw. But no such difficulty 
stanUs lii tiie Tvay of the diversion of new resources, not yet 
speciabscd, to other employments, which, but for the tax 
Tvould have entered the taxed employment. It is, however, 
the diversion of new resources, rather than of the eiislirg 
ones, which is of great importance. 

A tax on wiudfalls gives no induerment for diversion. 
Similarly, a tax on the site value of land, irrespective of the 
employment to which the land Is put, causes no diversion ; 
because its incidence is wholly upon the land oTmer, The 
supply of land is fixed by nature, and no restriction of its supply 
is consequently possible. A tax on a inonopohst, which doe? 
not give him any inducement to alter his output or selling 
price, gives no inducement to diversion. It is because the 
monopoly still remains more profitable than the employment 
of resources in open competition. 

A tax, falling upon all employments of resources with equal 
weight, does not give any inducement to diversion, because no 
diversion would be a source of profit Some people hold that 
a general tax on income is non-differential ; while others 
argue that it differentiates against saving and diverts savings 
to expenditure The reason is that it taxes income Trhen 
saved and income subsequently derived from savings If the 
latter argument bo correct, a perfect non differential tar 
would be on expenditure only or an income tax which exempts 
the income saved Whether a general income tax causes a 
diversion from savmg to spending depends upon the elasticity 
oi the taxpayer’s demand for the future income to he derived 
from savings. If this elasticity is large, the diversion will 
take place ; if it is small, the diversion tviU be from spending 
to saving , while there might be no diversion if this elasticity 
were of an intermediate sire 

Some diversions may be advantageous A tax on whisky, 
which diminishes its consumption, increases health and effi- 
ciency, and the diversion -will increase production The tax 
on a commodity whose consnmption is disadvantageous also 
causes a desirable diversion of resonrccs. A tax on land used 
for particular purposes will canse diversion to other purposes,, 
which may be more beneficial to production. A tax on a 
monopolist, which induces him to mcreaso his output and 
reduce hia selling price, k likely to cause a beneficial diversion •, 
because the additional resources employed would be more 
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productive than they would have been under competitive 
employment. 

The case of a protective tanlT, a classical evamplc of the 
deliberate diversion of economic resources from their natural 
channels, may now be eonsidcreo Under certain circum«t.Tnco8 
a Rcicntilically devised protectne tariff may increa'^e production 
in the Ions run, by developing certain productive resources 
faster then would have been the case otherwi'c fVime writers 
rcfanl this as a bare theoretiial ]x»«*-ibihlj T'r II. D.alton 
in bis PubUr Finance obs‘*r\es, “The tirtiimstanciR, in whuh 
such a result is likely, aie rare, and can hardly arise in highly 
deseloped indiistn,.! communities Further, even whin the 
circumstances are present, the likelihood of a protective fenlT 
being skilfully devised from the point of \ii“w of the com- 
munity as a whole, as distinct from that of powerful organifod 
interests, which ought not to be protected, is slight luither, 
List’s argument assumes that protection should be temporaiy, 
whereas one of the most di/RcHit tasks in practical politics is 
to get nd of a proteitive tarifT once establiglicd And sucli 
a tarilT, even if originally justifiable, may inflict far greater 
loss on productiso power, if too long maintained, than would 
hnsc heeii incurred if it had never lieen adopted at all 
Sidgwiek probahly said the last word on this matter, when he 
remarked that many people seem to suppo'c that in tlicoiy 
free trade is the liest policy, but that in practice free trade Mill 
not do much harm and may do some good, wlureas the true 
situation is the exact opposite of this , m tlicory a case may 
often be made out for protection, but in practice it is far safer 
to stick as closely as possible to free trade The prevalence of 
liigh protective tariff in moilem world is to be accounted for 
by the great politi{.al power of organieeil interests, which aided 
by certain elementary but widespread confusions of thought 
on the subject of intern.at)onal trade, liencfit by protection at 
the expense of the unorganiseil general jiublic 

Dnersioii liny also take phace as a result of taxation from 
one locality to anotber, and production may decrease in tho 
locality from where tho dn-ersion of resources fakes place. 
Loe.al duersions are likely to take place m eornparativ* ly small 
communities, where the pressure of taxation clrnes people or 
eapit.al into neiglibmiriiig eoinmnuities, wliere taxation is less 
he.xvy. A tax on the site value of land cannot cause local 
ilisersions and it cannot bi* esaded e\en by dishonest tax- 
payers. 

To suiniinrise the elTeefs of taxation on production it 
may he g.aiii that heasy taxation must react unfavourably on 
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production. The extent of this check vrill depend upon the 
character of the taxes imposed and upon the character of the 
taxpayers. The cheek may he caused, first, through the 
eftects of taxation on people’s ability to work and save ; second, 
through its effects on their desire to nork and save ; and third, 
through dirersions of economic resonrees between different 
employments and localities. The check is most serious and 
most certain when it 13 caused as a result of reduced ability 
to sarc Under the second head, much depends on the 
elasticity of demand of the taxpayers for theif income. In 
this case a check to production is possible. Under the third 
head, a wise selection and administration of taxes will deter- 
mine whether product’on will be cheeked or stimulated. 

Tlie proceeds of taxation may be spent m such wise 
that economic welfare does not improre or public expenditure 
raised by taxation may stimulate production. In the former 
case, it would result m a clear economic loss ; while in the 
latter, it would be conducixe to increased production and 
economic welfare 

Again, if a tax is levied on a commodity produced under 
the conditions of increasing returns and subject to a sensitive 
demand, the price is bkely to go np by more than the amount 
of the tax The output will be restricted and the unit costs 
will rise as a result of the tax. The profit per article will also 
be dimiDisbod though the consumer will bear the whole of the 
duty Total production wiU fall as the marginal firms will 
eventually disappear from the market. Thus the supply may 
fall even below the new level of demand, and consequently, 
prices may go np by more than the amount of the tax 

If, hovrei er, the new ly taxed commoflity is produced under 
conditions of diminishing returns, the smaller demand will be met 
by a smaller supply at a lower umt cost of production The 
producer will make a larger profit per umt, when the price 
rises by the full amount of the duty, but his total sales will 
be reduced. In this case, there are two conflicting tendencies. 
Under competitive conditions, the prices may be somewhat 
lower than they were previous to the imposition of the tax. 
The faU would correspond to the saving m unit costs The 
producers would like to be compensated for their diminished 
volume of business by raising prices On the whole, the 
chances of the price ultimately settling at a lower level than 
that previously reached are not very bngbt. 

Thus the imposition of a tax upon a commodity produced 
under inereasing returns is likely to jeopardise the interests 
•of the industry and to damage production It does not, 
however, imply that instead a tax may he imposed upon 
commodities obeying the law of diminishing returns, particularly 
if they are food stuffs In such cases the economy in the costs 
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of production would bo more than compensated by the hardship 
to which the masses of tho people would bo subjected. 

Eitects upon Distiiibution 

Just as m preforing one laT system to another, it should 
be seen that it has a smaller «endoncy to chock production ; 
similarly, within limits, it should have a tendency to reduce 
tlie inequality of incomes. The German economist Warner 
was the first to advocate the use of taxation to reduce this 
inequalitj, and this view is increasingly adopicrl in modern 
practice. 

A roitressive tax system tends to increase the inequality 
of incomes, and probabl.s , aimilar is the effect of a jiroportional, 
and even a mildly progressive tax system On the other hand, 
a scry steeply progressive tax system tends to reduce tho 
inequality and the steeper the pro'cres^mn. the greater is this 
tendency In tho interests of distribution, therefore, tho most 
sharply prosressivc 8)'8tem that is praetieable mislit be 
adopted A roujh approximation to such a system would bo 
to cut down all incomes alioio a certain amount to that 
ninoimt, and to leave incomes below that lertd untaxed. In 
tliQ Interests of production, such a system is hishly diaadsan* 
taftcous. Tho ease for a considerable doCTCo of prosression 
may, however, bo taken to bo llrinly established. In such 
onse«, particularly in the case of small communities, tho possi- 
lulitv IS to drive persons and capital outside their areas to 
noighbotifinc places. This danger will not bo serious if tho 
area oser whicli tlie progix'ssivc tax system is adopted is very 
wide, and if the mobility of persons and capital across their 
boundaries is small. 

A poll tax, equal in amount for each taxpayer, would 
bo >ery simple, and a pro]>ortional tax would be sery con- 
venient if all incomes wire equal. It, however, becomes 
regrossue when incomes are unequal and thus it is unsuitable 
for modern eominunities Generallj, taxes on commodities 
of wide consumption are regressive; because the larger 
the income of a person the smaller is its proportion sjent 
by him on any one such commodity. Thus taxes on food-stuffs 
are generally very regressive. An oA ralornn lax on a com- 
modity iv not so regressive as a specific tax ; because the 
former diflerentiates to a certain extent against consumers of 
the more costly varieties of the commodities. A proportional 
tax on indiv idiir.l exjienditiire and a sales tar are also regressive, 
the f/^rmer Iwr.iwie the ralm of rapejidjlnre to Joeome ki)?? 
with an ineresse in income. A lax Bvstiiu, including regressive 
taxei, can be made progressive by including other taxes w hich 
are themselves progressive, and whose intluenco on the general 
character of the tax sistem is stronger. 
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Income and inheritance taxes and general taxes on pro- 
perty can be made very progressive. An income tax can be 
made progressive by taxing larger incomes at higher rates 
than smaller incomes The Indian income tax is progressive, 
and there is an additional graduated or super-tax only on 
larger incomes An argument for differentiation in favour of 
income from work is that an income from property will give a 
larger amount of economic welfare than income from work. 
There is no corresponding disutility in earning income from 
property as in regard to income from nork. In the latter 
case personal efforts, sacrifices, etc., arc the subjective costs 
which must be debited against the income. In the interests 
of proportional sacrifice, therefore, the income from work 
should he taxed at a lower rate than the income from propertv. 

There is the question of the allowances which should be 
made for the domestic circomstanccs of the taxpayer. Under 
the British income tax law, the incomes of a husband and 
wife are treated as one taxable income, and then allowances 
are given m respect of the wife and of children below sixteen, 
yo such allowances for the domestic eircumstanccs of the 
taxpayer are made in India 

A sales tax cannot make any allowances for the domestic 
circumstances of the taxpayer Between taxpayers of equal 
income, it falls more heavily on those who have the largest 
number of depeudents It cannot also bo conveniently made 
progressive. 

A progressive tax on individual expenditure might be 
devised by exempting savings from a progressive income tax. 
But it IS difficult to exempt savings from income tax and 
then to devise a progressive income tax system. The 
reason is that savings are large in proportion to income. Ilence 
a very steep rate of progression on income would be required 
to devise a tax which should be progressive on expenditure. 
Thus It would be very diflicult to dense a progressive income 
tax system in which savings could be completely exempted 
from tax 

An inheritance tax may be assessed and graduated in 
vanous ways. As between different inheritors, it would be 
progressive, if on death, it is assessed on a progressive scale 
on the amounts inherited bj different individuals Mill 
proposed to fix a maximnni snni, beyond which no individual 
could inherit This only implies a steeply sharp progressive 
tax system But complications anse when a person receives 
inhcntances on different occasions. For instance, a person re- 
ceiving two legacies of Rs 2,000 each would be less heavily 
taxed than one receiving a single legacy of Rs 4,000. Thus from 
the point of view of distribution, it is desirable to graduate 
an inheritance tax, not only according to the amounts of 
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inhmtanpes receiTcd, but also accoplmg to the amoant of 
■wraith possessed by them. Thjs principle has recently been 
adopted m Italy. In England, the British estate dnty is 
assessed on a different ba^is. It is assessed on a progressive 
scale on the total valae of the property passing at death, 
■without regard to its distnhntion among inhentors. The 
British legacy and succession duties arc progressive according 
to the remoteness o^thc relationship of the inheritor to the 
deceased These principles do not necessanly lead to 
progression as between inhentors The British estate duty 
would fall more heavily upon an estate of £110,000, to be 
equally divided among five inheritors than upon an estate of 
£ 40,000 going to a single inheritor Thus an inheritance tax 
can he made progressive by assessing individual inheritances 
and the wealth of mhentor-. on a progreegive scale. A heavy 
inheritance tax also reduces the inequality of incomes by 
stimulating gifts from the old to the young to avoid the tax. 
This tendency is not, how cvi r, so strong as it might be supposed 
at first sight ; because the recipients of such gifts arc those 
who would have inbentcd a little later ^ow that gifts come 
to them earlier, the tax is successfully avoided and they are 
richer than they would have been if they bad to pay the tax. 
. A general property tax can be made progressive as between 
property owners by introducing graduated rates, exemptions 
and allowances. The annual value of the property is a more 
satisfactory basis of assessment than its capital value , but 
a progressive tax in certain cases is better on the capital value 
than on the income of the property. 

The principle of progression can also be introduced m 
other taxes. A tax ,on land values can be made progressive 
on the total value of land owned by individuals, with a mini- 
mum of exemption. Some taxes which at first sight appear 
progressive may not be so. A corporation tax progressing 
according to the ratio of the profits to the capital of the 
busmess is not necessarily progressive on individual incomes 
obtained from business subject to it. Tor instance a dividend 
of 5 per cent, on an investment of £5,000 m one company 
would be taxed at a lower rate than a dividend of 10 per cent, 
on an investment of £ 1,000 in another. It would be still less 
progressive on individual incomes from property, becanse 
incomes from public securities or land would escape it, how- 
ever large they may be; while even small incomes from 
business subject to it would be taxed even below the level of 
income tax exemption. 

It is claimed that a protective tariff may also be used to 
improve distribution by reducing the inequality of incomes 
It might do 80 in tw o ways, llrstly, the imported commo- 
dities competing with home indnstries, paying comparatively 
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higher wages, might be taxed. It would divert production 
and employment from indnatnes with lower wages to these 
more favoured industries. Secondly, the imported commodi- 
ties mainly consumed by the nch might be taxed. This would 
mean the substitution of such other imports, which would 
be more useful to the majority of the community. 

These results are, however, possible only theoretically ; 
but m practice, their attainment would ^ount to very little ; 
while considerable damage might be done. There are other 
direct methods referred to above which can be successfully 
used to improve distribution. 

Otiteii Effects of Taxatiox 

Some other economic effects of taxation may now be 
considered The cost of coUeclion should be as low as possible ; 
because a high cost of collection decreases production by m- 
volving a waste of labour and raatenals. The cost of collection 
IS less for a heavy tax than for a light one. Therefore, there 
should be a small number of fairly heavy taxes on commodities 
rather than a large uumber of lighter ones. The cost of collec- 
tion IS generally higher for ai ralorem than for specific duties, 
and specially heavy for elaborate duties, which differentiate 
between commodities from different toutces of supply. On 
this ground, there is a case against the introduction of a large 
element of discriminatory and preferential duties m the Indian 
fiscal system Such elaboratious should, therefore, be avoided 
unless they serve really very good and important purposes. 

The cost of collcting an income tax or inhentance tax 
at a flat rate is the same per taxpayer, whether the tax is 
high or low. It 18, therefore, cheaper to collect a given revenue 
at a high flat rate from a email number of taxpayers than from 
a large number at a low rate In the latter case, there is also 
the additional cost of collection with regard to exemptions, 
allowances, graduation, etc The cheapest way to collect 
an income tax on wages would be to require employers to 
deduct the tax ; but the introduction of a tax on low wages 
would be very disadvantageous m other ways It would 
damage production by reducing the efficiency of wage earners. 

The cost of collection is smaller for income and inhentanco 
taxes on the relatively nch than for commodity taxes, which 
generally fall on the poor It is thus better to tax the rich 
through income and inheritance taxes and the poor through 
a few commodities of wide consumption In comparatively 
thinly populated and industrially backward communities, 
the cost of collection of income tax may be relatively higher 
than that of commodity taxes and of customs duties. 

It IS also necessary to gee that the cost of collection is 
as low as possible from the pomt of view of taxpayers also. 
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They slioxild not bo subjected to unnecessary trouble and 
inconvenience. Certain taxes involve much cost and trouble 
to those from whom they arc collected, even though the 
latter may be able to pass them on to others The Italian 
tax on visitors’ hotel bills and the British entertainments tax 
are cases on the point 

There IS a misunderstanding with regard to the effects of 
taxation upon employment It is sometimes supposed that 
taxation of the rich, in particular, increases unemployment. 
On a close examination, wc come to the irresistible 
conclusion that it is not so The money obtained by taxation 
is spent by public authorities, and thus it implies a transfer of 
purchasing power from the taxpayer to the public authority 
to give employment It may imply a change in the character 
but not in the total volume of the demand for labour Taxa- 
tion, considered along with the corresponding public expendi- 
ture, does not, in general, tend to cause unemployment It 
is possible that large and sudden changes in taxation may 
increase unemployment through large and sudden displace- 
ments of labour But this applies equally to the taxation of 
tlio noh and of the poor It also applies to large reductions 
as much as to large increases in taxation It may be noticed 
that taxation can be used as part of a policy for steadying the 
demand for labour and thus for reducing unemployment } 
but that Vidll depend upon the corresponding public expenditure 
made by public authorities A perusal of the various editions 
of the Annual World Economic Surrt;/ shows the extent to 
which public expenditure is being incurred out of the proceeds 
of taxation for giving employment to the unemployed persons 
in the present period of depression m various countries. 
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Taxable Capacity 

Iv recent times tlie conception of taxable capacity has 
become a matter of very great importance It is becoming 
increasingly necessary to raise larger revenues to balance 
budgets, to repay war debts and reparations and to find out 
money for meeting social charges, which have increased out of 
all proportion m the period of depression It is a question 
that 13 taxing the hrains of expert financiers It is true that 
the usefulness of the statistics of a country’s consumption, 
production and of the surplus of the former over the latter is 
immense, and it is necessary for a government to know even 
roughly'the amount of income that it can raise in ordinary 
and emp rfpq^Y rimna^ 

It 13 not easy to determine the amount of taxable capacity, 
and no mathematical formula can be constructed from which 
one may be able to deduce that a particular percentage of the 
national income of a country represents its taxable capacity. 
The conception of taxable capacity is purely relative depending 
upon the economic and non economic circumstances of a nation. 
The circumstances vary from nation to nation and from time 
to time and so is the case with taxable capacity 

Numerous definitions of taxable capacity have been given. 
It has been defined as “the limit of squeezability,” i e., the 
extent to which the people of a country can be squeezed to 
obtain revenue for the State As Silverman m his Taxation, 
its Incidence and Effects observes, this description “is forcible 
and expressive, but it is very vague. Some nations will permit 
themselves to be squeezed much less than others, although 
if occasion requires, therr reluctance may give place to a markeil 
expression of willingness.”* Inside a nation itsblf the limit 
of squeezability will vary from person to person, and even 
if the taxable capacity of a person with a certain income could 
be worked out arithmetically, the total taxable capacity of 
a million persons would not necessarily be a million times as 
great , because the power and niUingness to work and to 
carry on economic activities will be differently affected m the 
ease of different persons. 

Another usual definition of taxable capacity is “the 
maximum amount that can be deducted from a country’s 
income, consistent with the mamtenance of that income m 
years to come’ In other words, it xs the maiimum amount 

* See p. 53. 
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"whicli the people of a country can contribute towards the 
expenses of public authorities without undergoing an un- 
bearable strain or in the words of Sir Josiah Stamp “without 
having a really unhappy and down-trodden existence and 
without dislocating the economic organisation too much". 
To put it m a different way, it is said that there is a minimum 
sum winch must be allowed to be left with people to permit 
them to he able and willing to work. But do^s the expression 
“minimum sum” point to the bare level of subsistence below 
which people cannot possibly bvc and carry on production? 
Or does it indicate the standard of living of the masses ? If 
the former is implied, the taxable capacity of the progressive 
countries would be much higher than the sum of the taxes 
they are paying to the State With regard to the second case, 
it may he said that the standard of living is not a fixed and 
certain quantity It varies from person to person and from 
time to time. “Thus it is not satisfactory merely to adopt 
such a method as taking the individual subsistence level or 
standard of living, multiplying it by the number of the people, 
deducting the total from the national income, and from the 
balance obtaining the supposed taxable capacity of the 
country.” 

In defining taxable capacity, it is not desirable to lay down 
that the income-producing capacity of the country should 
Tcmain at the existing level. The people of progressive nations 
expect their incomes to grow from year to year Unless, 
therefore, an estimate of taxable capacity were to be made 
for abnormal times like a war, it -would have to take into 
account the customary ailditions to wealth and income. 

In ordinary times allowance should be made for the growth 
of capital in estimating taxable capacity. A certain rate of 
increase in income and capital is regarded as normal and a 
nation which docs not go forward is bound to lag behind other 
nations iu economic power and production in course of time. 
Ill times of wars or other emergencies there is some justifica- 
tion for excluding such considerations from the estimates of 
taxable capacity. On such occasions statesmen generally 
discount the future heavily to safeguard the present and they 
can justly bo forgn cn for this attitude under the circumstances. 

Thus there are two limits to the taxable cap.acity of a 
nation, one applicable to peace times and the other to be con- 
sidered in times of emergency. Under exceptionally embarrassing 
circumstances, even the wider limit may lia\e to be passed 
o\cr and probably on seatunental and. giottuds, the 

people taxed would be willing to bear that heavy burden. 

It may, however, be said that neither limit is clearly 
marked. I'cm reece_ tunes. it may be said that when the same 
or incrca'ioa’f-u'.lc of taxation results in a reduced levenue, one 
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Tnay conclude that the taxable capacity has been reached to 
its maximum and that jieople are now being over-taxed. 
But this too cannot be said to be a reliable index of the real 
state of affairs ; because the limit may have been reached 
long before, but some time has to pass for reactions to take 
place A government should not, therefore, wait until the 
actual revenue begins to fall off ; because it may cause serious 
damage ip the meantime 

The falling off m the revenne may also be independent of 
taxable capacity, the limits of which may not yet have been 
reached It may depend on the character of the taxation 
and on the nature of the objects on which it is based. If 
taxes are mainly indirect and principally on articles of luxury, 
a decline in the revenue may only indicate an elastic demand 
for the commodities in question, without in any way giving 
any indication of the limit of the taxable capacity of the 
country. When, however, the bulk of the taxes falls directly 
on the income of the people, a decline m the revenue is a better 
indication of the fact that the limit of taxable capacity has 
been reached for the volume of production has begun to fall off. 

Thus, in bnel, taxable canacitv » the true surolus .n t 
pro duction over the minimum oVconsuinplioD nbich is rcQuired 
• te* pTSHuco that volume oi proituction, th e gtandaTii .oi.liviPg^ 
r_emamjng the "s ame 'XJic minimum of consumption hero 
Include tTiS"niIhimum''of subsistence for the people giving 
allowance for the replacement of and an addition to capital 
for promoting industries and commerce. Some writers exclude 
capital on the ground that in emergency tiroes these additions 
need not be made , but obnously in peace times these addi- 
tions are necessary for mamtaiinng the standard of living of 
the growing population By the minimum of subsistence is 
meant necessaries for efficiency This wull differ from country 
to country and will depend upon the level of prices and a 
number of other factors If the income that is at a minimum 
level of subsistence is used to purchase other things than noces- 
sarics, It IS a conclusive proof of the fact that people are having 
more than mere necessaries of existence 

Thus the surplus or difference between the total quantity 
of production and the minimum of consumption necessitated 
by the volume of that production is not a fixed quantity, 1 1 ., 
the determination of taxable capacity depends upon a number 
of factors 

Firstly, the nature and the methods of the taxation itself 
have a great deal to do with the determination of taxable 
capacity A well thought out mixtnre of taxation produces 
a larger revenue than if any one ime of taxation were followed. 
Indirect taxation alone, for instance, could not have produced 
the large revenues required by modern states. Without the 
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introduction of direct taxation, the taxable capacity of ranous 
nations would have been mneh lower than it is Thus it is 
necessary to stop increasing taxation m one direction ■when 
it is felt to be exceedingly burdensome, and to increase it in 
another direction, such as by heavier death duties In this 
way an unscientific method of raising revenue may be less 
productive and arou'ic greater resentment than a carefully 
thought out system Those taxes, w hich arc least resented or 
which interfere the least with economic enterprise permit of 
a higher taxable capacity than taxes which constantly cause 
friction Thus taxable capacity is n .jtvnajmf'-n.nd nnt a static 

nroblem. Tt Tr 7 tYfrmina.t>nn of the immediate economic consc- 

^eiiccs of taxation upon the income of different people is 
not enough. What is even more necessary is to know the 
probable reactions upon the economic incentive of taxpavers 
and upon the \\ealth producing capacity of the community 
in general In this sense, the task of computing the taxable 
capacity of a nation is mdcea difficult 

The size of the population in relation to the national 
income IS another factor upon svhich the determination of the 
taxable capacity of a nation depends If the population 
mcrcases at a faster national incomertbe laxaule 

^piClty ot the people is reduced , while it is increased if the 
national income grows more rapidly than the population, as 
18 the case in the progressive industrial countries of the West. 
"Even though the estimate of what constitutes the minimum 
standard of living is apt to become more generous as the 
income of the people is increased, the surplus of income ovci 
this minimum tends to grow even more quickly, and it is from 
the surplus that the taxable capacity is computed.” 

Jlercly an arithmetical statement of the national income 
docs not take us far. A knowledge of the geneial nature oi 
the goods and services that constitute the real income of a 
country is necessary in addition to the knoM ledge of the aggre- 
gate volume of production. The taxable capacity is greatei 
if a larger proportion of ^lis income is devoted to ccnsumptiou 
of an unessential kind. In the same way, one country's total 
income may be the same as that of another, but if the ratic 
spent on necessaries m the first country is greater than that 
in the second, the taxable capacity will be smaller, and tic< 
lerga. For instance, country A may have the same income 
and the same population as country B. The necessaries oJ 
life may he relatively more expensive in A than in B. The 
inhabitants of the former country will then have less to spend 
on comforts and luxuries than tho^e of tlie latter. They maj 
bo comparativelv cheaper m A than in B. hut the people are 
not in a position to'huy adequate quantities of them to raise 
the real income to the level m country B. The taxable capacitj 
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of people m \ under the circnm^tances will be less than tha‘ of 
people in B 

The distribution of the agsrreeate income among the 
people of a country « another condition determining their 
taxable capacity It may be said that, within limits the 
greater the inequality m the distnbution of income, the greater 
IS the taxable capacity of the people. Tor example, if one 
man earns Rs 2,000 a year, and 20 men earn Rs. 100 a vear. 
then, m general, the taxable capacity of the man with Rs. 2,000 
as yearly income will be greater than the collectire taxable 
capacity of the other twenty If the aggiegate income of 
Rs 4,000 were equally dmded among the twenty one men, 
the aggregate taxable capacity would be reduced This conclu- 
sion IS in accordance with tlic I^w of Diminishing Utility, 
according to which a consumer dcrircs a smaller and smaller 
utility from coual units of wealth succcssircly added to his 
stock. A person obtains less satisfaction from the second 
instalment of Rs 100 than from tbc first, and on the same* 
parity of reasoning, the man with an yearly income of Rs 2,000 
does not gain nearly twenty times as much utility a? does the 
man nith cn annual meomc of Rs 100 In other wonis, the 
total utility of the foimcr is much less than the aggregate 
of the twenty men The surplus enjoyed by the prosperous 
individual is grc’.tcr than the eggregate surplus of the 20 men 
combined and thus his taxable capacity is higher. In the 
same May, if two countries are alike in all respects, hut if the 
income in one is more unequally distributed than in the other, 
the taxable capacity of the former will bo higher than that of 
the latter On the same parity of rwisoning, the taxable 
capacity of a country like England is higher than the taxable 
capacity of a country like India , because the distribution of 
income is more unequal in tbc former than in the latter country. 

It does not, howcTer, mean that b -cause inequality makes 
tor a greater taxable capacity, the uneven distribution in. 
modern communities is justifiable A higher taxable oopncity 
in itself 18 no merit A government need not always raise the 
maximum of revenue A large amount of revenue m modem 
states IS necessary to alleviate the hardship that is partly 
attributable to the existmg defective system of distribution. 
If the aggregate income were to be more equally distributed, 
the motive for higher taxation would be reduced , and there 
would then be no cause for alarm as one of the main reasons 
for a large amount of revenue and taxation would have dis- 
appeared Poverty would be reduced and the obligations of 
the State to meet the more urgent wants of the poor would be 
pro tanto reduced 

The taxable capacity of a nation is a^so governed by the 
nature of the objects to which the tax revenue is devoted. The 
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purposes to wliicli the bulk of the revenue is devoted may not 
materially reduce the press ^vcaltli and income of the country 
as a whole. A large portion of the revenue may go to tho 
people of the country m question by way of interest charges- 
on Joans raised internally m that country It, therefore, 
comes hack into the pockets of the people of that country. 
The taxable capacity •vfonbl be ranch less if these payments 
went abroad instead of remaining at home To the extent,, 
therefore, that public expenditure implies internal transferences 
of income, -without actually exhausting anv of llie country’s 
resource*’, neither the national income nor the taxable capacity 
suffers any damage Thus a crude comparison between the 
ta\ burdens of different countries is liable to lead to false 
conclusions Some countries raa> Lave large foreign debts ; 
while otherr mav have large internal debts In the former 
case, a large part of the nvenue will go out, while in the 
latter case it will remain inside tlie country The national 
income and taxable capacity in tlio former case will be lower 
than m the latter case 

Those considerations have even more force when tho 
revenue is spent on reproductive works, cy, tho construction 
of roads, canals, etc , and m such cases fheburden of taxation 
cannot bo estimated without taking into account tho return 
on the capital outlay spent on such objects Thus tho amount 
tliat a country can afford to spend is a relative matter depend- 
ing upon the objects of expenditure A country may not be 
able to afford money for the army or tho navy , but it would 
be justified in spending a fairly large a\im of money on deve- 
lopmental work, which would ultimately add to the income, 
welfare and material and moral prosjienty of the nation 

Finally, the taxable capacity of a country is also mato- 
rnlly influenced b-y political and psychological considerations, 
which cannot bo measured m economic terms. The taxable 
capicity of a nation is gioatcr in war than m peace times; 
partly because tlic amounts, which m peace times, would have- 
been demoted to capital extensions and replacements would, 
m war time, be used for v\.ar purposes, and partly because the 
poojile would, out of sentimental and patriotic considerations, 
cut down tho so-called minimum standard of life. Other 
circumstances may liave a similar effect m modifying tlie 
view' taken of the unprecedented level of taxation For instance, 
in the post war depression large sums of money have been spent 
on unemployment, and this expenditure has been met out of 
taxation. 

There arc many circumstances which render accurate 
comparison of the taxable capacity of different countries very 
diflicuU, some of which have been referred to above. One 
(lilliculty 13 that local expenditure is not always included in. 
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the publications of governments, which are often the only- 
records that can be obtmned. The local authorities in one 
country may impose a heavier taxation than in another. 
Further, some central governments give grants-in-aid to local 
bodies , while others do not. Differences in the accumulated 
wealth, m the relative purchasing power of money, in the 
character of the public services, etc., prevent a really accurate 
comparison being made from the information available from 
the published records 

The conclusions regarding the taxable capacity may now 
he summarised The mam test is the effect upon the economic 
organisation and productive power of a country, ^he limit 
of taxab le^naDacitv may be said to be exceeded wb^ri 
reduces the prnd^tive— l>ewpr*~oI commu^py ; VinL n n 

precise limit of this capacity can be Ia!3~3own7and the con- 
ception is a relative one differing from time to time and from 
country to country. The taxable capacity is determined by 
(1) the character of the taxation itself; (2) the population 
in relation to the volume of production , (3) the nature of the 
goods and 8er>'iccs produced , (4) the mode of distribution 
of wealth in a State ; (5) the purposes of taxation or the 
objects upon which the revenue is spent , and (C) the political 
and psychological considerations. Some of these factors can 
he measured , while others arc indeterminate. Thus the 
respective taxable capacities of different countries can be 
determined only in a broad general manner ; hut nonetheless 
the general conclusions yield useful results. 

ilrasuKCMENT OF Taxable Capacity 

The statistical determination of taxable capacity is a 
difficult matter There are two methods in vogue to measure 
it. One of them is the personal aggregate income method, which 
analyses individual incomes based on income tax returns 
supplemented by statistics of death duties and other direct 
taxes. This method is pursued in Great Britain, where a 
very efficient system of income tax is in existence derived 
from (1) interest on investments, (2) income from land and 
buildings, (3) profits from ^gnculturc , (4) income trom employ- 
ment . (5) profits from professions . ann (G) profits from trade 
The folloiving table* shows the taxable capacity for the Umted 
Kingdom for the pre war year 19J3-14 and for 1921-22. 


Findlay Shirras, The Setenee of Publte Finance, p. 137. 
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Taxable Capacity 

or TRE U. 



(/n £ mtlZiona) 



Pre-war year 

lUlS-U 1021-22 

1922-23 

1. Diflcrence between production 
and minimum consumption 

750 

960 

810 

2. Savini?s for ordinary replace- 
ment of and addition to 
capital . . 

500 

150 

140 

Taxable Capacity (1-2) 

230 

810 

670 

3. Actual budget (excluding non- 
tax revenue) 

103 

D04 

729 

4. Interest paid on Government 
loans 

15 

200 

200 

5. Redemption of internal debt 
by Government . . 

10 

100 

100 

Effective taxation 3— (1+5) 

m 

004 

429 

Balance 

112 

140 

211 

The rcsnlta may ho summariscil as below 


Pre-war year 

1013-14 1021-22 

1022-23 

Taxable capacity expressed os a 
percentage of the difference be- 
tween production and miDimum 
consumption .. 

33 

84 

83 

Effective budget (tax revenue only) 
expressed as a percentage of the 
difference betneen produrtion and 
consumption .. 

18 

60 

53 

Balance expressed ns a percentage 
of taxable capacity .• .. 

43 

18 

36 

The second method is known as the produciion method, 
according to which the rarinus parts of the aKgrcgate produce 
are added up. The followinff table* shows the taxable capacity 
of British India accordms to this method. 

* FindKj Slurras, The Science of Puhhe Finn 

nee, p. 

140. 
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, Taxable Capaciti or Bbitish Indu 


(In o/ rupe«s) 


Details 

(Census 

1911} 

1920 21 

1021, a 

bad vear) 

1921 22 
(good for 
agriculture 
but year ot 
trade depres 
lion) 

I Income — 

Agricultural 

Non agricultural . . 

1,412,00 

530,00 

1,715,00 

883,00 

1,983,00 

883.00 

Total income 

1.912.00 

2.598,00 

2,866,00 

2. Allow for minimum conaump- 

3. Allow for seed and manure 

4. Allow fot replacement of ant 

ordinary additions to capital 
o. Taxable capacity l—(2+3-f-4) 
0 Tax revenue — 

Central and Provincial Govts 
Local bodies 

1,2U/K) 

141.00 

25,00 j 

502.00 

79,83 
7.17 j 

2,220A)0 . 
172,00 

45,00 
' 161,00 

130.15 

11,64 

2,220,00 

198.00 

55,00 

393.00 

135,30 

11,04 

Total . . 

87,00 ) 

141,79 

140,94 

7. Expenditure on mtemal debt — 
Central and Provincial Govts 
Local bodies 

5,01 
1.70 [ 

21,04 

2.34 

24,27 

2.34 

Total 

7^1 1 

23.33 

20,01 

8 Effective taxation (6— 7) 

9. Balance (5-8) 

79,09 I 
4.82,31 

118,01 

42,39 

120.33 

272,64 


The figures for taxable capacity and the balance remaining 
untaxcd should not Iea<l one lo the conclusion that the total 
taxation could reach up to the taxable capacity m case of 
necessity Tu tins connection, however, Sir 'Walter Layton, 
the Financial Adviser to the Simon Commission, remarked 
that “though the population of India consists in the mam of 
extremely poor people, it is at the same time a country m 
winch tliere are large accumulations of wealth on which the 
burden of governnient rests very lightly ..The public 

revenues of India can be substantially increased without 
taxation becomins? intolerable, provided its incidence is 
adjusted to the capacity of the taxpayers to pay and that heavy 
adhtional burdens are not put upon pnmary necessities.’’* 
It mav, however, be remarked that the public revenues of 
Itidis, ezn iw mcrenscd without {nakmg taxation undaiy 
intolerable only if they are spent on nation-building activities. 

* Simon Commusion Jteport, Vol. II, parv 239. 
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Public Expenditure 

HuxiNG the part of the nineteenth century com- 

paratively slight attention was paid to public expenditure by 
writers on Political Economy This important branch of the 
science of finance was not analysed and considered m its proper 
perspective A study of the theory of public expenditure was 
then not necessary, because the scope of the functions of 
government was very restricted and narrow In the present 
century, public expenditure has grown very much because of 
the development of the functions of the State in social matters 
as education, sanitation and poblic health, and m coramcrcjal 
and industrial underta'vings like railways, irrigation and 
similar other projects English finance was deeply influ- 
enced by the social reform winch produced old age pensions. 
The march of democracy, the nse of prices, and finally the 
Great V’ar were the main causes responsible for the growth 
in public expenditure m the twentieth century. In the six 
financial years from 3lst March, 1014 to 3l8t March, 1020 
Government expenditure m the United Kingdom exceeded the 
total expenditure for the two and a quarter centuries preced- 
ing 1014.^ The British national expenditure averaged 
£1,500,000 a day in 1914-15; while the corresponding figure m 
1017-18 was £6,936,000 The War cost Great Britain over 
£10,000 millions During the five years 101&-19 to 1922-23 
the deficits in India’s budgets amounted to Its. 113 crores. 

During the years 1031 and 1932 there was an unmistakable 
downward trend of expenditure m all countries except in 
China, Japan, Spain, Italy; Swodea and the U. S S. R.* In 
many countries, the depression has been responsible for the 
growth of capital expenditure on public works to serve as a 
remedy for unemployment ; while in recent years the expendi- 
ture on armaments has substantially increased * 

EcO>OMY and RETECNCnOTNT 

In more recent years, the falling revenues have necessitated 
measures relating to economy and retrenchment -, while the 
stationary or increasing expenditure on armaments has been 
pressing lery hard upon the people. The terms “economy” 
anil “retrenchment” m.ay now be explained. Economy means 


* F. Shinfts, The SeUnee of PuMic Finance, p. 23. 

* TEorW Economic Surrey, 1032-33, p. 173. 

* Ibid., p. 174. 
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a -wise spending of money bo that the greatest possible benefit 
may be obtained from public funds Economy, therefore, 
implies expenditure irhich does not inrolre any Traste and 
which confers the best advantage, Eetrenchment. on the other 
band, means the removal of Bnpeiflnous expenditure. A time 
sooner or later comes when the expenditure on existing objects 
requires scrutiny, and if the expenditure on them is reduced to 
the minimum, the advisability of eonlmuing it further on these 
objects may have to be considered. Then these obj'ects may 
be reduced m number so that expenditure may fall. It will 
then imply economy over expenditure as a whole, but it will 
mean retrenchment of ceitam items of expenditure 

The actual normal expenditure in any given year is largely 
determined by iiistoncal conditions or by previous legislation. 
The expenditure must always be viewed as a whole and the 
conflicting claims must be carefully considered. When 
Gladstone remarked that “good finance consists more in the 
spending than in the collecting of revenue,” he indicated the 
importance of tins principle. He was, however, living at a 
tune when public expenditure on social objects bad not grown 
as much as it is now There is generally a tenclcDcy to ask. 
for more money on the part of public authorities and if they 
get it they spend more than is necessary. The object, there- 
fore, of a well-organised financial adoumstration should be to 
take measoies to prevent a waste in public expenditure. Before 
placing the expenditure for sanction before the Legislature, 
a Finance Committee of the House considers the proposals 
for expenditure and m many countries a further check is 
exercised by a Pubbe Accounts Committee of the Legislature 
which follows up any question of audit to which^attention 
has been drawn to avoid any improper expenditure of money 
which has already been sanctioned. Buch committees have 
nothing to do with matters of policy which do not arise out 
of the accounts. 

Public A'sd Pbivate ExTENDirruE 
Public expenditure differs from private expenditure in 
certain fundamental respects It is sometimes said that 
private expenditure is determined by mcome, while public 
expenditure determmes the amount of income which Las to be 
obtained by public authorities In a broad general way this 
statement is true. In the case of a private mdividual, there is 
a mm’ioum expenditure below which he cannot go without 
saenfiemg efficiency , while similarly, a public authority has 
also to curtail its expenditure to meet financially bad times. 

Public expenditure can also be distingmshed from private 
expenditure inasmuch as the former is of a compulsory 
character. From a legal point of view, the government of a 
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country h'l^ a claim on all the property and services of its 
subjects, which in practice it docs not exercise to avoid resent- 
ment among people-. In practice, it is, therefore, careful not 
to over-tax its people 

Another important difference between public and private 
expenditure is that the former should balance income and 
public authorities do not seek a profit m the manner that an 
individual would do 

Further, m the case of public expenditure, special interests 
may be powerful enough to oppose those of the State as a 
whole and thus expenditure may go very high This is true 
with special reference to defence and also to higher and uni- 
versity education In a small degree this is also true of private 
companies The individual, however, usually spends on what 
he considers to he for his advantage 

Ordinarily, net adsantage governs the expenditure of a 
private individual who undertakes an occupation which 
appears most advantageous to him taking all things into 
consideration The State cannot adopt this principle as the 
basis of Its expenditure The State undertakes expenditure 
on law and order and defence , on objects like education, 
public health and sanitation : on undertakings of a quasi- 
comtrcrcial nature like roads, waterways, etc. . and it assists 
ngricultuml and indnetnal research and subsidise', certain 
industries 

The mam schools of thought in regard to public expendi- 
ture may be divided into two classes . one school would 
restrict the functions of Government mainly to the primary 
functions of defence, law and order, public debt and civil 
administration : while the other school is more generally m 
favour of increasing State intervention Adam Smith was an 
exponent of the former new and acconiing to him the sovereign 
has only three duties to attend to : “first, the duty of protect- 
ing the society from the violence and invasion of other 
independent societies; secondly, the dntj of protecting, as 
far as possible, every member of the society from the injustice 
or oppres«ion of every other member of it, or the duty of 
e'.t.'ihlishing an exact administration of justice ; and, thirdly, 
the duty of erecting and maintaining certain public works and 
certain public institutions, which it can never be for the 
interest of any individual, or small number of individuals, to 
erect and maintain, because the profit could never repay any 
expense to any individual, or small number of individuals, 
though it may frequently do much more than repay to a 
great society.” The people of this school of thought hold that 
private individuals spend money better than Government. 
Gladstone, a champion of Victorian Finance, usc<l to speak of 
leaving money to fructify in the pockets of the people. Twentieth 
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century finance has, hoTrcTcr, proved that State does spend 
money to advantage and pnrate expenditure is in many cases 
wasteful Huxley and other German writers go to the opposite- 
extreme and the latter wonld extend the scope of public 
expenditure to new social nndertaUngs and magnify the claims 
of the State against those of the individual The general 
position, however, is that the State should spend money on 
primary functions, on social services and also on what will 
increase the material resources of the country. 

Social services are of immenCe advantage to the State and 
public expenditure on them ^ a sound investment. “In 
other words, public expenditure should he earned up to the 
point where the advantage to the community of an additional 
dose of expenditure in any direction is counterbalanced by the 
disadvantage of a smaller dose of taxation This is the ideal 
of public expenditure. A careful system of expenditure should 
always outweigh the possible check resulting from taxation. 
reqmred to finance it ”• 

Public expenditure can bring about lai^e changes in the 
volume and character of production. It should increase 
jirnductJciD Produetjou may be ijorxeased by expendifnre on 
primary ^^nctlons, because this creates favourable conditions 
for business and wealth production Production may also 
be increased by the way in ■which public expenditure affects 
the community’s working and saving pe-wer The expenditure 
on social services may indirectly increase the ability and the 
desire of people to save In public expenditure unlike that in 
private expenditure, the future should be discounted as little- 
as possible and financiers and legislators should make generous 
provision for the future by cautious expenditure 
Cakoss of Expendituee 

There are four important canons which should be kept in 
view in regard to public expenditure • — 

1. The Canon of Benefit — In this case tho ideal is 
maximum social advantage Public expenditure should bring 
important social advantages such as mcreased production, the 
preservation of social life against external aggression and 
internal disorder and a reduction in the glaring inequalities of 
incomes. Public funds must be spent in those directions 
which are most advantageous to the public It does not mean 
that expenditure on primary heads must always have prece- 
dence over secondary heads of public expenditure It should 
always be meurred as a whole, and adjudication should be 
made on the various competmg dauns for the new expenditure. 
According to liicholson, “The idea! of public expenditure on 


* F. Shirras, The Science of Pvibhe Pxnance, p. 3S. 
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the utilitarian principle vouM be attained wlien the public 
utility o£ the marfnnal eipenditurc m each case is equal. The 
ideal is no doubt unattainable, but it is not unthinkable, and 
the pursuit of it may leail to important practical resuUs- 
Witliout a beacon of this kind expenditure may be continued 
in certain directions Ion" after it is justified bv changing condi- 
tions, and the most necessary reforms may be met srith the 
7xon possnmu^ of passive inertia’* 

It is a recognised rule that no public expenditure should 
be allowed for the benefit of a particular person or a section 
of the community unless (a) the amount is small , (6) a claim 
for the amount can be enforced in a law court ; and (c) the 
expenditure is in pursuance of a recognised policy 

2 The Canon of Lmwmy — It implies that the same 
vigilance is required m public expenditure as an ordinary 
individual exercises over his own expenditure It means 
protecting the interests of the taxpayer not only by a judicious 
curtailment of expenditure, but also by a careful development 
of revenue In the case of public works, it should be seen 
that the expenditure incurred is necessary and that the rates 
are fair. Too frequent transfers of individuals and ofllces 
ehould bo avoided in order to save an unnecessary expense 
of taxpayers' money 

3 The Canon of Sanction — ^This canon implies that no 
•’^public expenditure should be incurred without proper authority. 

It also implies that no expenditure should be sanctioned 
by an authority which at a later date may incur expenditure 
beyond its own powers of sanction ; and loans should be spent 
only on, those objects for which money may bo so borrowed, 
arrangements being mailc for a proper liquidation of the debts. 

t. The Canon of Surplus . — This canon implies that 
deficits in public expenditure should bo avoided. In arriving 
at a surplus or deficit the I'lnanco Member should be careful 
not to debit to capital w hat should properly bo met from revenue 
and lice versa ; otherwise it would not be possible to determine 
a true surplus or deficit. The mam fact is the avoidance of 
deficits. Public authorities like private citizens must earn their 
living and pay their way. Balanced budgets must bo the order 
of the day. The annual expenditure must be met with- 
out creating fresh credits unrepresented by new assets. The 
Brussels International I'lnancial Conference of 1920 laid down 
"that the country which accepts tho policy of budget deficits 
is treading the slippery path which leads to general rum; to 
escape from that path no sacrifice is too great”. According 
to Gladstone, "It is not from mere extravagance, but it is 
from disregarding tho balance between income and expenditure 


* Nicholson, Principles of Politxeed Economy, Vol. IIT, p. 370. 
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that those cases of fiaancial confa&ion have arisen in different 
countries which hare found their upshot in rerolution and 
rum So long as you keep your income up to your expenditure, 
and the people pay their way, in a country like this, if they find 
the burden too heavy, they will take care that you reduce 
expenditure. Therefore, this is the real test and real safeguard, 
and the true corner-stone of all sonnd finance.”® 
CLASStFICATIOH OP PUBLIC ExPENDITUEE 
Public expenditure may broadly be divided into {a) primary 
expenditure and (6) secondary expenditure. The former 
includes all expenditure which governments are obliged above 
everything else to undertake and which is absolutely necessary 
for protecting people against mtemal disorder and external 
attacks, » e., defence, law and order and the payment of debts. 
Secondary expenditure includes social expenditure, expenditure 
on public undertakings and some miscellaneous expenditure. 

The primary functions of Government fall under four 
mam classes ; (1) defence including naval, military and air 
forces , (2) law and order, including law and justice and police ; 
<3) civil administration, covering the salaries and allowances 
of heads of governments, the charges of secretariats, etc. ; the 
cost of collection of taxes, and (f) debt services 

Secondary expenditure includes under social expenditure, 
education, public health, poor relief, famine relief, unemploy- 
ment insurance, and similar other social services. Public 
works include concerns of a quasi-commercial or industrial 
nature as railways, canals, roads, and other public works, 
posts and telegraphs, subsidies for industrial and agricultural 
research, etc. Under the miscellaneous group are included 
pension charges, refunds, etc 

It may be said without any fear of contradiction that it 
is very difficult to draw up a rigid classification of the different 
types of public expenditure Many such attempts have been 
made, but they are either so general or hedged in by numerous 
<jualifications, that their practical value becomes insignificant. 
J. S Nicholson^ divided puhhe expenditure into the following 
•classes by making revenue as the determining condition. 
“First, expenditure without any direct return by way of 
revenue, e g , poor relief, or in extreme cases even with indirect 
Joss, e g , expenditure on war Second, expenditure without 
direct return, but with indirect benefit to the revenue, eg, 
for education ; it being snpjiosed that eventually the educated 
are better taxpayers or cause less expense than paupers or 
criminals Third, expenditure with partial direct return, eg., 


• Quoted by F. Sbirras, TAe Setettee of Puhlie Finance, pp. 45, 46. 
^ Principle of Political Economy, Bk. V, Chapter XV, Sec. 3. 
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education for wJiich fees are reccired, subsidised railways that 
pay part of their expense Fourth, expenditure that obtains 
a full return or m extreme cases yields a profit in addition^ 
e.y., tho post office, gas works, and generally State industries.’' 

Another classification is attempted by Professor C C. 
Plehn,* who classifies expenditure under the heads of benefit 
rather than of revenue He regards that expenditure as most 
important which confers a common benefit on all, t g , defence,, 
roads, education , second, that which confers a special benefit 
on certain classes of people, but which m a way may be 
regarded as a common benefit, eg, poor relief and pensions r 
third, that which confers a special benefit on certain classes and 
general benefit on the community as a whole, e g , administra- 
tion of justice, and fourth, that which confers a special 
benefit on individuals, eg, public-owned industries. 

A common division la between productive and unproduc- 
tive expenditure. A service may be called productive m more 
senses than one Some would take profit as the criterion- 
If money on tramways gives some net surplus, the under- 
taking IS called productive, but if the same is run at a loss^ 
it 18 unproductive. This argument has its limitations Many 
undertakings arc of such a nature that their value to tlie 
community should not be judged merely by tho amount of 
profit that they make, e i? , a good water supply Tho expendi- 
ture may bo distinctly productive, even tliough tlie public 
authority appears to incur a financial loss ’ 

These classifications ate not thus rigid, but they are over- 
lapping wliether classified according to revenue, benefit or 
product, while several important forms of expenditure cannot 
satisfactorily bo assigned to any one of them Even the 
expenditure on defence might bo regarded as a form of insur- 
ance premium and might be jiislificd from a quasi economic 
point of view. 

ErrECTs or rimi-io Expendixuhe 
Piihlic expenditure has important effects on tho production 
and distribution of wealth and on employment. The effects 
of public expenditure on prmluction may be considered from 
three points of view, vi:., (1) effects upon ability to work 
and save, (2) effects upon deswo to work and save, and (3) 
effocts of diversions of economic resources between different 
employments and localities. 

Public expenditure will increase a man’s ability to work 
and save, if it increases his cfTiciency. This necessitates a 
gn'at deal of expenditure on socially desirable objects. Grants 
in money may increase the effieieney, not so much of the direct 


• Inlrcxluelion lo Pubhe Finatife, P»rt I, Chapter I, Sec. 61, 
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leeipieBts, as ol tbeir children in the Inture. Hence the case 
for widoTs s’ pensions and other similar forms of expenditure. 
Certain payments in kind as educational and medical serriees 
and the provision ol house accommodation at uneconomic 
rents ■would do more at increasing efficiency of the recipients 
than grants m money. 

IVith regard to the effects of public expenditure upon 
people’s desire to -work and sare, it may be said that the 
expectation that public expenditure will continue in the future 
has an important mflnence The extent of these future 
benefits may be independent of the amount of the recipients’ 
future work and savmg, e.j., war pensions. Such unconditional 
grants may not increase the desire to work and save, and 
where, the demand for income in terms of efforts is very elastic, 
the desire to work will fall and hence the mcome of the recipient 
from work will fall by nearly the full amount of the grant 
Conditional grants, however, as nnemployment and sickness 
benefits, -will not decrease the present desire to work, but 
they might even increase it Again, a grant which increases 
■with the future efforts of the recipient, such as a bounty on 
hiB eammga or savings, would increase his desire to work and 
save unless the demand for mcome is very clastic Grants 
of this kind are not, however, feasible in practice. The pros- 
pect of a grant which decreases with tbe future efloits of the 
recipient will reduce his desire to work and save. The British 
old age pension system acts m this way ; bnt obviously, the 
pension cannot be made payable m full to all persons reaching 
the pensionable age, because it would involve the grant of 
pensions to imUiooaires. 

’R’e may now consider the effects on production of diver- 
sions, due to public expenditure, of economic resources as be- 
tween different employments and localities. The expenditure on 
defence, etc , should be governed by the principle of economy, 
otherwise it will reduce people’s ability to work and save 
Grants and subsidies to particular industnes may sometimes 
increase prodnction. Thus tbe diversion through pnbbc 
expenditure of economic resources mto particular employments 
will sometimes increase production This may be done either 
by subsidising private enterprises or by running public enter- 
prises at a loss, which may be made good by taxation. 

Diversions of a far reacbmg clmracter may be justified to 
secure a more effective provision for the future. This can 
only be done by the intervention of public authorities. Thus 
from the point of view of prodnction, those forms of public 
expenditure are sociaUy desirable, which will mcrease pro- 
ductive power more than it would be mcreased, if the funds 
were left in private hands To this category belongs expendi- 
ture on debt services, railway development, promotion of 
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industrial and agricultural research, education, public health, 
and unemployment and other kinds of expenditure. 

Diversions of economic resources between different localities 
through public expenditure will sometimes increase productive 
power, eg', when grants are made by a provincial government 
to a local authority to enable the latter to discharge its 
duties efTicicnlly The same is the case with regard to grants 
made to poorer localities for education, public health, etc 

To sum up the discussion it may be said that public 
expenditure in many cases is likely to stimulate production. 

A reasonable amount of expenditure on armed forces creates 
conditions necessary for organised production In other 
cases, expenditure reacts on production in three ways . first, 
through Its effects on peoples ability to work and save; 
second, tiirough its effects on their desire to work and save; 
and third, tlirough diversions of economic resources as between 
different employments and localities Under the first head 
the stimulus to production is obvious, while under the second, 
much depends upon the character both of persons and of 
policy and some sligh^ check to production may take place 
as a result of the expectation of grants Under the third 
head, there are great possibilities of increasing production 
through judicious expendiluTO on education, public health and 
tlio increase of knowledge. Striking a balance, it may bo 
said that a wise system of public expenditure will stimulate 
production and will mote than compensate the chock resulting 
from the taxation rcctuited to finance it, provided taxation 
well-contrived and judicious 

Public Espenditure and Distribution 

I’liblic expenditure has important effects also upon tho 
distribution of meoraes A progressivo money grant system 
reduces the inequality of incomes and so does a proportionaL ^ 
or even a mildly rcgressivo grant system 5 thougli a more ' 
sharply regressive grant system increases inequality. Tho 
sharper the progression, the stronger is the tendency to reduc- 
tion m the ini quality of mcorac. 

A gr.int IS regressive if, the smaller tho recipient's income, 
the smaller tho proportionate mldition made by the grant; 
while it IS progressive if, tho emallcr the recipient’s income, 
the I.irger tho proportionate addition. It is proportional if, 
irrispecfiie of tho size of tho recipient’s income, the propor- 
tionate addition is tl»e same. 

It is difliciilt to assess the money aalue to the recipients 
of grants in kind as free eilueation and inodiral /treatment ; 
but such grants incre.i80the economic welfare of their recipients, 
and also the productive power of tho community to a greater 
extent than probably money grants would do. 
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Again, distribution -would be affected, and the inequality 
•oi incomes reduced by eduhational expenditure -which enables 
people to moTO from the worse paid to the better paid occupa- 
tions Grants may also improve distribution by adjusting 
individual incomes more closely to individual or family needs 
during different periods This is the aim of much modem 
legislation relating to old age pensions, unemployment bene- 
fits, etc. 

Certain grants may confer common benefits on all members 
of a community or of a particular class The effects of such 
grants upon distribution are difficult to trace ; but common 
benefit is sometimes traceable when grants-m-aid from the 
central exchequer benefit local rate-payers. The benefit of 
.security is common to all members of a community except 
a few criminals. The grealer a man's wealth, the greater is 
-the benefit which he derives from security of possession But 
the relative advantage accruing to people of different degrees 
of wealth from the protection of life and property cannot 
bo accurately estimated. 

Other Eftects of Pimiic fixPENPiitmE 
There is the possibility of steadying the demand for 
labour and thereby reducing unemployment through public 
expenditure Such public expenditure may increase the 
economic welfare of those directly affected and may result m 
a better use of the community’s productive resources- This 
policy may take various forms 

rirstly, a public authority may keep its own demand for 
various kinds of labour as steady as possible and it may allow 
it to fluctuate in the inverse direction to the private demand 
for the same classes of labour. 

Secondly, a public autbonty may so arrange its ordinary 
expenditure as between different years, without undertaking 
special enterprises m penods of trade depression, that the 
public demand for the vanous kinds of labour may fluctuate 
in the opposite direction to the private demand for the same 
kinds of labour Tbis involves only a change in the distribution 
of this expenditure through time, but does not involve any 
greater public expenditure 

Thirdly, during periods of bad trade a public authority 
Tiiay itself undertake the construction of public works, or may 
make grants-m aid of enterprises undertaken by private firms 
pr by subordinate authorities In this manner, the mcreased 
public demand for labour, financed by taxation or by loans, will 
partly offset the reduced pnvatB demand fox the same or 
other kinds of labour To a certain extent this increased 
public demand will itself be offset by a decreased private 
demand, because loans or the taxes required to finance public 
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works Mould othenvisc have been spent in creating such private 
demand. But only a part would have been spent m that 
manner; while the other would have remained idle. Thus 
there is a net increase m the demand for labour or a net reduc- 
tion in unemployment inasmnch as accumulated stocks of 
goods are drawn upon which otherwise would have remained 
idle. If these public works are of such a nature that wages 
form a large proportion of their cost, a given increase m expendi- 
ture would result in a comparatively large increase in employ- 
ment and m production 

There is thus a great scope for public authorities to pursue 
a policy which would make the demand for labour steady and 
diminish the groat waslo of productive power, brought about 
by trade depressions But probably such a policy would not 
bo cflicacious in reducing unemployment, the mam causes of 
which arc connected with fluctuations in the value of money. 



<JHAPTER VIII 

Public Debts 


An important method by which a public authonty may 
obtain income is by boating loans. The proceeds of such 
public borrowing form part of public income ; while the pay- 
ment of interest on, and the repayment of the principal of, 
public debts form part of public expenditure, National debts 
came into existence when the older method of State hoards 
decayed The tendency in early times and in primitive 
conditions, with trade and commerce m an undeveloped State, 
18 to hoard. With improvement in trade and commerce, 
governments provide only what is required for current 
expenses, and to meet extraordinary emergencies extraordi- 
nary means of raising funds are resorted to. 

States borrow money for teroporaiy requirements, for 
sudden emergencies as war, and for the construction of public 
works which could not be undertaken if the whole burden wore 
to fall on tbe revenues of a particular year, New countries, in 
particular, borrow large sums of money for constructing public 
works. Certain peculiarities of State borrowing may be 
emphasised at this stage Firstly, the State can compel the 
taxpayer to provide funds which can be subsequently met 
out of future revenue Secondly, a State cannot retrench 
quite so LflectiTcly as an individual, althongh the method of 
TCtrenchment becomes absolutely lodisponsable in case of 
deficit budgets and when tbe proceeds of new tares ate not 
readily available Thirdly, a State may repudiate its debts 
by an act of its legislature and the classic instance in recent 
times on the point is provided by Soviet Russia ; but repudia- 
tion undermines the foundation of credit and is also politically 
disadvantageous 

Mebits A^D Demerits op Public Debts 
/ A pnbhc debt provides a convenient form of investment. 

I The proceeds of public debt are spent by Government and the 
income of the debt holders is obtained by means of taxes from 
the property and industry of others Some economists hold 
-that the property of the pnbhc creditor is a portion of the 
national taxes and that his nches are at the cost of tbe public 
which pays the taxes. It may be said that the interest-receiving 
classes are generally the interest paying classes in the case of 
an internal debt The country’s national income is not 
affected by transferring a portion of the wealth of the country 
from one class of persons to another class though there are 
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<ertf\in indirect efTccts. In the case of an external loan, how- 
ever, the wealth of the debtor country is reduced when interest 
payments arc made to the people of the creditor country. 
Dead weight debt 13 not a creation of wealth, but there are 
indirect advantages of this kind of debt also. Sometimes 
war debts arc necessary to preserve the solidarity of a nation 
and for protecting the rights and liberties of the people of a 
country 

A public debt tends to encourage the establishment of 
banks Trade follows the flag as well as the bank A State 
may have to borrow money in exceptional circumstances and 
tins may be a sort of stimulus to industry when these loans are 
quickly snont on various objects It is extravagant to accu- 
mulate (' bts m periods of rising prices, because the interest 
as well as the printipal sum may have to bo paid in periods of 
falling prices when the incomes and the taxpaying capacity 
of the people are rcduewl If governments do not raise loans 
from savings, and if tliey do not obtain rcveniio from taxation, 
they may create new purchasing power by inflating the currency. 
Inflation reduces the real income of the individual without 
giMUg a claim tor repayment and, tUetefore, it acts like a tax 
in tins respect. 

The purpose of the debt should be taken into view in 
estimating Its merits and dements The contraction of debts 
by the State docs not mean that the capital is unprofltably 
iiupsted It IS very advantageous for undeveloped countries 
to borrow loans to spend same for developmental purposes. 
This iincstment of capital increases the national income of 
the country by improving Us trade and industries. It is 
sometimes said that public debts tend to make more permanent 
the differences between the interest-receiving and the intcrcst- 
pa>mg classes, and they aro thus open to a social objection. 
Hut the differences between the two classes aro not really so 
jironouncod as often imagincil and the argument is not, there- 
fore, of any real significance. 

The question then is : what should be the general principle 
in the raising of loans f Taxation should bo raised only as 
much as the nation can bear and abnormal expenditure should, 
as far as possible, be raised from this source. As compared 
w itli a loan, a tax has the ailvantage of not leaving any charges 
behind It in the form of repayment of the principal to disturb 
snb'iqupnt budgets. Taxation is profcrablo to loans if com- 
merce and industry aro not prejudicially affected bj* increased 
t.axation. But there is a limit to an increase m the amount 
of taxes, and loans aro necessary to asoid too rapid an increase 
in taxation. Pome systems of taxation can be more easily 
adjusted to increasing expenditure than others and an un- 
.satisfactory system of taxation is a aery great impediment 
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in the way of raising adequate rCFenue through this derice. 
A debt should not he allowed to accumulate to such an extent 
that It may consume a very large part of the revenue. 
Hamilton and Eicardo emphasised the great importance of 
taxation over loans in the finances of a State 
FORIIS o r jPUBLT C DE BT9 _ 


Public debts may be classified tn various ways, but the 
classification cannot be uniform The various forms into 
which public debts are urtnally divided are, however, given 
below ; — [ 

(a) Voluntary and Jnvx'duntary Loans . — A voluntary loan 
is a loan which is issued lAnctly on business principles and 
the creditor subsenbes as miAgh as he likes out of Ins free will. 
The advantage of this loan i3\that the investor pays just as 
much as he wishes. The advan^ge of a tax is that it does not 
involve any repayment and does iiiot necessitate any provision 
in future budgets A compulsory^or forced loan is one which 
13 to bo compulsorily made by tihc creditors to the public 
authority issuing the loan Such ^ loan lacks the advantages 
of both voluntary loans and taieaVsnd resort to it is made 
only when voluntary loans and taxes\cannot serve the purpose. 
SuchJflSns are now rare. \ 

Internal and Erlemal Loans -^An internal loan is one 
field by nationals within a country. TOio payment of interest 
on an internal loan does not affect the 'iiational income and it 
IS merely a redistribution of income external debt is one 
which i« floated outside the country jlu question It thus 
means the transfer of wealth from the lenosng to the borrowing 
country when the loan is made, and a transfer m the reverse 
direction when interest payments fall due or wften the principal 
IS to be repaid In the case of external debt^^a part of the 
income of the debtor country has to be transfprred to the 
creditor country m payment of interest or pnnCipal, which 
reduces the net income of the debtor country The burden 
of an external debt is specially heavy and unbearable when it 
has been borrowed for unproductive purposes and^does not 
create its own means of repayment or when it is impased by 
the authority of a foreign government as the war indenmities. 
Such loans create economic and political complexities oi'vthe 
first magnitude The debtor country has to raise revenue\by 
taxation, borrowing or inllation. Taxation has its Lraits afid 
inflation is specially burdensome for the poprer classes , whil^ 
further borrowing may not be possible, at times, particularly 
when the debtor country is not financially sound There are 
exchange difficulties also which suidi debts very often produce. 
The debtor country has to export goods or gold in satisfaction 
of its obligations to foreigners. 
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(r) rroducUve or Reproductive and Unproductive or Read 
Debt. — Productive or reprodnetive loans are debts which 
are fully covered by assets of equal or frreater value. They are 
s-asy tn repay from the recurring income which they produce. 
The interest on such loans is normally paid out of the income 
derived by the public authority from the ownership of pro- 
perty or the conduct of the enterprise Dead weight or 
unproductive debts are those which have no existing assets. 
They arc caused by wars and also by deficit budgets The 
interest on dead weight debt must be obtained from some 
other eoiirco of public income ana generally from taxation. 

(fl) i^’iindcd and Unfunded or Floating Debts — Funded debt 
IS one which is repayable at a distant date and for the payment 
of interest on whiih regular provision is made Unfunded 
debt IS a debt which is repayable within three to twelve months, 
.such as Treasury Hills and the Ways and Means Advances 
from the Imperial Hank to the Oovernment of India m antici- 
pation of revenue payable at a later period The dividing 
lino between funded ainl floating debt is the period of a year. 
In I'nglish ofTlcial publications funded debt means debt, the 
principal of which will never be repaid , while unfunded debt 
IS one the principal of avhicli must bo repaid within a fixed 
period of time Unfunded debt is disadvantageous inasmuch 
as Its repayment miglit be difficult in a period of financial crisis 
and It might necessitate liorrowing on less favourable terms. 

Governments also borrow money upon annuities. For a 
•certain sum advanced on loan, governments undertake to 
pay a specified sum for a number of years. A contingent 
annuity is one w Inch may bo paid over or may bo for a certain 
period .08 10, 20 or 50 ye.ars A life annuity js one determined 
by tlio duration of one or more lives. A deferred or rovcrsional 
annuity is one that docs not commence until after a certain 
period of years or after the death of a person. An annuity in 
possession is one that has already commenced 

It may be pointed out tli.at a public authority may pur- 
chase its own securities on the Stock Exchange at any time 
at their current prices and then cancel them even though 
those sf'cuntics m.ay not b© repayable before a certain date. 
To make debts not rop.ayablo before a certam date is an addi- 
tional inducement to lenders, if they think that the rate of 
interest is going to fall. In that case the public authority is 
binding itself not to t.ako advantage of this fall in order to 
convert the debt into another at a lower rate of interest. On 
the other hand, to make debts repayable at an early date is 
nn ai\i\i\mTia\ i-ndwermenV to ItnAcTS, if Ibcy anticipate tiiat 
tlio rate of interest is going to rise. A public authority can 
ofliT other additional inducements to lenders, e < 7 ., exemption 
from tax.itioii of the Income from the securities, the right to 
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tender these securities at a price above the market price in 
payment of taxes, the right of conversion into subsequent 
loans if offered at a higher rate of interest, the right to repay- 
ment at a premium, ®tc. Soch additional inducements are 
substitutes for the higher rate of interest on the loan -which 
would otherwise hart to be offered to induce lenders to come 
forward and Eubscrit^ the loan 

• As a mle public I iebts bear interest at a fixed rate ; but 
there is a strong case for making the rate of interest on nev' 
public debts vary in accordance -with changes in the general 
rate of interest, or wi -h changes m the general level of prices, 
or with a combination of both. If the rate is to vary with the 
general rate of interer t alone, the date of repayment would be 
a matter of indifferer^o® to lenders. It would automatically 
secure the advantage! of conversion to the pubbe autliontv 
when the general rate <^f mterest would fall and to the investors 
when it would rise make the rate vary with the general 

level of prices alone -would prevent an increase m the real 
burden of the debt wb^ prices fall This advantage would 
neutralise the disadraatWe of preventing a decrease in the 
burden of the debt as prices rise and the public authority 
would then have no indifcement to depreciate its currency by 
issuing large quantities of Inconvertible paper money. 

The Bueden\of Public Debts 
The direct money burden^! an external debt is measured 
by the sum of money payment in the form of interest and 
principal to external creditors ; ^hile the direct real burden 
18 equal to the loss of economic welfare, which these money 
payments involve, to members of tflie debtor country. Money- 
payments to be made to the crcditOTS are raised by taxation 
and if a larger share of taxation comesVfrom the rich the direct 
real burden will be smaller than if thev are made mainly by 
the poor In other -words, the money jteyments are used by 
the external creditors to obtain goods and ^Pinces which would 
otherwise have been nsed by members of tmC debtor country. 
The latter are thus deprived of goods andXsemces to this 
extent, and the amount of the direct real burmen will depend 
on the way m which this deprivation or loss Vo the debtor 
community is distnbuted. v 

The mdirect burden oI an external debt arises Kiecause of 
the check to the productive power of the debtor cocmmunity 
caused by the taxation reqnired to meet the debt char^<.s and 
also becanse of the check to pnWic expenditure which vrouJd 
have promoted production The character of an internal debt 
is qoite different. The debtors and creditors here live imthe 
game community and all transactions in this connection imply 
a senes of transfers of wealth withm the community There 
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cannot thus bo any direct money burden or money benefit of 
an internal debt, because all the money payments cancel out. 
There ^\lll be a direct real burden if the inequality of incomes 
increases as a result of the taxation required to meet the debt 
charges ; while the direct burden is less if the inequality is 
less. The distribution of taxation and the distribution of 
public securities among the various classes of the community 
require examination If the rich pay in taxes proportionately 
less than the amount of public socnrities held by them, 
then there will be a direct real burden Dr Dalton summarises 
the position in the following words: “The debt will involro 
a direct real burden or a direct real benefit to the community, 
.acconlinq as this scries of transfers from taxpayers to public 

creditors increases or decreases the inequality of incomes 

If the British debt consisted exclusively of Savings Certificates 
held bv wage earners, and if British taxation consisted cxclu- 
sivelv of income tax and death duties on the wealthy, the 
British debt traDS.actions would insolvo a large direct real 
benefit to the community But the actual facts arc very 
different from tins, both m this country and elsewhere Owing 
to the largo inequality of incomes, which is a feature of nearly 
all modern communities, public securities are held mamly by 
tlio wealtliier classes. On the other hand, taxation, even if 
progressive, is seldom likely to bo so sharply progressive as to 
counterbalance, among the wealthier classes, the income 
derived from the public securities.’’^ 

An internal debt involves an additional and indirect 
burden ou a conimimity. because the taxation required for the 
service of the debt chocks production by reducing taxpayers’ 
ability and deswo to work and save and heeause of the intro- 
duction of economies m desirable social expenditure, which 
also tends to check production The taxpayers’ ability to 
work and save will be rediicoil , but that of the creditors will 
bo increased through the receipt of the debt payments. It 
might thus be argued that the effect would introduce a state 
of equilibrium ; but this is not so. There is likely to be a 
net loss to the community, ^\^lerc the debt invohes a direct 
re.al burden, it is probable that taxation will reduce personal 
efficiency more than the receipt of debt cliarges will increase 
it. Tim's tlKTo would be a net loss in ability to work, while 
the ability to save w ould be unaffected by the transfer of income. 

Turning from (fleets upon ability to effects upon (lesirc 
to work and save, it may be said that the position is more 
unsatiofactory. On the whole, taxation is likely to check the 
desire to work and sue In the case of internal creditors, the 
prospect of receiving an annual income, irrespective of any 


» i'aM.f Vxnarcr, pp. IPl. 192. 
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-work or saving which they may perform, is not likely to increase 
their desire to work and save. Probably it might reduce it 
and thus cause a further loss to production and a further 
increase m the indirect burden of the debt. 

To come to dead -weight public debts, it may be said that 
they originate in war tihies -when both the general level of 
prices and interest rates are very high, the former owing to 
reduced production combined with floods of paper money, 
and the latter owing to shortage of real capital combined -with 
a large and inelastic government demand for loans A dead 
weight debt thus involves both a direct real burden and an 
indirect burden upon the debtor community, and the larger 
the debt, the heavier is the burden If it remains unpaid 
for a long time, the burden is likely to increase in the following 
period of falling prices when a larger quantity of goods and 
services will he required to satisfy a given amount of debt 
Thus dead weight public debts should not be lightly created. 

In peace times the fluanciog of schemes of economic 
development by internal loans stands on a more legitimate 
footing There is no burden on the community as the assets 
give an income sufficient to covet the debt charges Even 
in such cases, it would be better to rely more on taxes and less 
on loans so that on the maturity of the schemes there might 
bo a positive benefit due to compulsory and collective saving 
Where, however, the new expenditure is largo and variable 
taxation should yield place to internal 
r repayment within a reasonable time is 

[JfATINO TUB IlUKPE^ OF PUBLIC DEBTS 

There are various methods of estimating the comparative 
burden of public debts One method is to compare the nominal 
capital of the debt in various countries. A second method is 
to take the 7>er capita debt Thepcrcapilainterestcharges are 
small and are seldom taken as a basis for compariaon. The 
growth of population, the increase in wealth, and public 
assets available for liquidation should be kept m view m 
comparing one year with another and one country -with 
another 

The annual debt charges in their relation to national 
income is another basis of comparison If the ‘per capita 
figures alone are taken, the relatiye income and wealth of the 
two countries are omitted and hence this method is efficacious. 
The proportion of annual state expenditure spent on debt is 
an/UJaex ua/ituJ. wlcsi, at the. hiixdgn. at dAht Othec nuDth.Qd.i 
have also been suggested, such as a comparison of the actual 
or market value of the debts The market price refers only 
to a small amount of the total debt which is m the market for 


from vgar to year, 
loansf^rovided the 
ejMShrert. 

Methods of Es-j 
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The game argumenta ai>ply, though w^th a diminished 
force, to such partial repudiation as a reduction in the rate of 
interest or the reduction of the burden of debt by currency 
depreciation through corrency lotlation. Except as a mere 
incident in a social revolution, an effective demand for the 
repudiation of an internal debt is not likely to arise. A 
movement for the repudiation of an external debt may arise 
■when the debt is a legacy of vrar and ■when the debtor commu- 
nity develops a sufficient military strength. The existence 
of international indebtedness ig, therefore, a source of danger 
to the world’s financial stability and to its peace 

A third method of escape from the burden of pnblic debts 
IS conversion, t.e , the reduction of the annual debt burden 
in the form of interest to a minimum. This is a method 
pursued by all financiaUy sound countries, which are always 
on the alert to see whether conversion is possible and the 
extent to which the rate of interest may be reduced to effect 
a saving in debt charges Tor this purpose the price movements 
of the securitieg of various public authorities have to be closely 
watched. 

Peinctplk op CO-NTTESIO-^ 

A fundamental principle of conversion is that the financier 
should keep in close touch with the money market with a view 
to reduce the annual burden of debt. Secondly, in considenng 
whether the policy of conversion should be followed or not, 
it 13 necessary to keep in view the probable course of interest 
rates, taxation and prices Large holders hke banks, insurance 
companies, etc., should take into account the probable tendency 
of interest rates in the long run as well as m the near future. 
Thirdly, the capital of the debt in making conversions should 
not be increased except for good reasons Finally, the con- 
veisioQ should he as simple as possible A reduction in the 
rate of interest if accompanied by a guarantee against a further 
conversion for a certain penod will ensure a successful con- 
version A variety of loans at varying rates of interest may 
he consolidated mto a single debt of uniform interest In 
175T, greater uniformity was wtroduced mto the gystem of 
British pubhc debt, when several classes of debt were consoh- 
dated into one loan bearing a uniform rate of 3 per cent and 
this operation gave rise to the term “consols” 

Capital levy is another method of escaping the burden of 
public debts The growth in public debts and the consequently 
heavy interest charges have made the question of the repay- 
ment of War debts an uigent one. Above a certain level of 
exemption, individuafs sfionfd Be taxed on a progressive scafe 
upon aa assessment based upon their net wealth Wealth in 
this case is to be interpreted to mean capital rather than income. 
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wealth of the contributor at the time of assessment and not 
upon his future actmties. Thus the payment of these instal- 
ments for a longer period would not check production. 

The main objection to a capital levy ig its effect on capital 
and credit Prof. Fmdlay Shiiras sets out the case against a 
capital lery in the foUowmfr words; “Traders use War debt 
to finance their business, and if the War loan were handed 
over to GoTcrnmcnt they would be deprived of this. Thus- 
a capital levy would involve a violent deflation of credit, and 
in the long run a scaling down of wages and prices. Govern- 
ment securities held by banks in the form of Treasury Bills, etc., 
would not be available for industry for the simple reason that 
they would cease to exist Bank deposits would he reduced, 
and It would be necessary for banks to curtail their loans. 
The result of this severe deflation of credit is an equally rapid 
fall in prices, with loss to industry and dislocation and probably 
unemployment The trade of a couutry is carried on with 
the capital m the hands of citizens, and the destruction of this 
capital, if paid m War debt, would certainly lead to a decrease 
of credit in the hands of the mercantile community. If the 
Uvy IS paid in other securities these uould probably be kept 
for sale bv Government, m which case they would depress the 
prices of all securities, or their dividends and interest ii ould 
be devoted to the payment of interest on War debt ”* 

Another adverse effect of a capital levy on an organised 
money market like the London Money Market would be to 
prevent the inflow of capital from abroad This would affect 
industry and commerce adversely permanently or at least 
for a long period Thus it appears to be better to repay debt 
every year out of a surplus which must be made from income 
and not from capital. An mteraal debt is generally spent or 
invested in the country which increases wages and employment, 
and thus the interest thereon is not a dead loss to the country. 

There are other reasons also why a capital levy should not 
be introduced and one of them is that it penalises thrif t Those 
who do not save are not taxed, and at the present time thrift 
is indispensable to promote prosperity ‘ The shadow of 
uncertain levies discourages tJie accumulation of capital, and 
industrial expansion is hindered ” 

It IS aho pointed out that the cost of collection would be 
high and perhaps assessment would not be possible except by 
computing from the income-tax retnms The Committee on 
Increase of Wat Wealth pointed out that though the adminis- 
tration of such a tax would mvolve many difCeulties, yet they 
would not be insurmountable At present, however, the question 
of a capital levy or of a levy on War wealth does not arise. 


* P. ShiiTOs, The Science of PiMie Fwonce, pp. 5i7. 



The main ar^m(*nt a^in<t a capital levy is that it would 
imply a noknt rt-dnction in value; as it would re*ult in currency 
deflation to a Terr lar?e extent. Wales and price* would 
fall, and the borrowin': capacity of traders would be rc-duced 
con*iderably owint; to the lo»s of worhin" capital. ^Miat i« 
r.ece*«ary at present is a plentiful and cheap supply of capital. 
The War debt now bemc a part of the economic system of a 
country. It u doubtful whether at the present tune the in'ro- 
duction of a capital b'vy uould be advantaieou* It would 
be a rase of buminc your house to roast your pic. and it would 
be far better to reduce preally the debt by a sinkinc fund and 
to exercise the stnete^t stonomy \ levy should be kept 
only for a tim' of *mcr?»ncT . but at the present time an easy 
money market is necC'-arr and a lew i* not efT.caciong in a 
pc not of trade depression such as is now prcvailinc The 
greater prodnctixeni-ss of industry and the jrreater well bems 
of the community arc the real siQkinz fund* which a wise 
GoTemment should exert it‘«lf to build up and encourage, 
and this will be be*t done br civinc all that freedom to industry 
that is consistent with nslit and justice The rommittee 
on War Finance apy*oint<-d by the American Economic .Vs«o* 
ciation in 1918 to consider the proposal for a capital levy 
reporteil ajatnst its introduction The time for a capital levy 
was suitable immediately after the War when people had made 
fat profits . but that opportunity was allowed to slip and now 
probably the discussion of a capital levy is only of academic 
and not of practical importance 
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INDIAN FINANCE 



CHAPTER IX 


The System of Public Finance in India 

Eco?;o^^c and social conditions in every country control 
the structure of public finance in a great measure and the 
prominent features of the Indian situation which influence 
and explain the general finaneial system of British India may 
be assembled before attempting a more detailed description. 
The predominantly rural character of the country . the vast 
importance of the agricuHural industry . the low standard of 
living of the masses, and their poverty , and the long tradition 
of centralised administration have deeply affected the nature 
of the fiscal arrangements m India 

Though India IS recognised by the League of Xations to 
be one of the eight principal industrial countries of the world, 
more than 70 per cent of her population still depends on agri- 
culture The exports consist mostly of agricultural produce : 
while the bulk of the imports consists of manufactured goods 
The isolation of Indian villages is being modified by motor 
transport, "but motor trafllc from Indian villages is still 
confined to passengers, and there has been as yet no marked 
■extension of mechanical transport of goods Thus, the Indian 
Tillage IS still, to a large extent, economically self-sufficient, and 
normally consumes what is grown in its own vicinity”* 

The monsoon has a great influence upon the Indian budget, 
■because m spite of the security against the vagaries of nature 
in the form of the organisation of the famine relief operations, 
the extension of irrigation arrangements and of railways, the 
jxrowth of industries, the mobility of labour, etc , more than 
four-fifths of the cultivated area of the country depends upon 
a precarious rainfall. When the monsoon is about to break, 
its arrival continues to be a matter of deep concern not only 
to the enltivator and administrator, but also to the fin.'inee 
member. 

All this has a great influence upon the methods and calcu- 
lation of public finance The central and provincial budgets 
are adversely affected by an* unfavourable monsoon. This 
means a great deal of expenditure on famine relief works and 
involves suspensions and remissions of land revenue It also 
implies a fall in the internal and foreign trade and a reduction 
in the railway earnings and the profits of commerce. The 
loss of revenue continues in the subsequent year also. For 


^ lieporl nf (Fie Indian Sfatufors Commission, ^'’ol. I, Part V, 
<Tiapter I, pnge 332. 
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urban a? well as rural, produced m 1927-28 £12i raillions, 
which means a little more than the income from rates m that 
year of the London Coniity Cooncil alone 

Indian Fiscal System Before the EEron^is 
In the pre-Moghul times, land rcTenue was collected m 
grain Later on, this system gave place to payments in cash 
and the assessment began to be fired for a number of years. 
The most notable reforms are associated with the name of 
Baja Todar Mai, the Fmance Minister of Emperor Akbar. 
“In the revenue system established by him, we can discern 
m faint outline many of the distinguishing characteristics of 
the more scientific methods elaborated under British rule, 
two centuries later Akbar had the land carefully measured 
and classified according to thefertibty of the soil, and introduced 
a system of decennial scttlcyncats, the assessment being fixed 
at one thml of the normal produce commuted into money.” 
A chaotic state of affairs came into existence when the Moghul 
Empire was in decay. This system of revenue administration 
has been described as a “disorganised scramble for the greatest 
amount of income which would be wrung from the land”.* 
Genesis or Permanent Settlement 

This was the condition when the East India Company- 
assumed the Dwani of Bengal in 17C5. Land revenue was 
the mam source of the income of the State It was collected 
by the zemindars who intervened between the Government 
and the cultivators In 1793 Lord Cornawalhs recommended 
that the land revenue to be paid by the zemindars to the State 
should be fixed permanently, the amount to be determined on 
the basis of the actual collections of previous years. The 
permanent Settlement Regulation I of 1793 was enacted under 
which the zemindars were made full proprietors of the areas 
over which their revenue collection extended, subject to the 
payment of land revenue. Their lands were liable to be sold 
for failure of payment ol land revenue The assessment was 
also declared to be unalterable for ever It was 10/llths ol 
what the zemindar received from the ryot by 'vay of rent, 
the remaining 1/llth being retained as the return for his 
trouble and responsibility The assessments were based on 
inadequate data and in the early years the system did not work 
w ell. Tlic result w as sub-mfeu^tion under which the zemindars 
shared the land revenue burden by subletting the land. 

Tlic low cost of collection and the punctuality of payment 
of hand revenue were the features of the system which appealed 
to the business instincts of the Company. Further experiments 

* Imptrial Ga^clleer, Vol. IV. p. 206, quoted in the Reparl of the 
Indian Staiuiorij Commiseian, Vol. I, page 338. 
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IQ this direction in Madras met failures. Meanwhile Sir 
Thomas Munro had introduced ia certain parts of iladras a 
system of direct settlements with the cuItiTators themselves. 
This system, introduced in the greater portion of the Madras 
Presidency, Bombay Presidency and Burma, is commonly 
known as the ryotwan system Its distinctive feature is 
that the Government deals direct with the cultivator or the 
ryot and the subletting of land is not prevented The settle- 
ment IS periodically revised 

In Oudh, there were petty rulers who had been allowed 
to contract for a sura of revenue and were called Taluqdars. 
Over the rest of the province, there were bodies of villagers 
claiming descent from some common ancestor and they were 
in possession of the village area The British merely recog- 
nised the proprietary rights of these individuals and bodies 
and made them jointly and severally liable for the payment 
of land revenue In the Central Provinces, under the Jlahratta 
administration which preceded the British, the revenues of 
the villagea had been farmed ont to individuals, who in course 
of time had acquired a quasi proprietary position They were 
made responsible for iiayment of land revenue. The Indian 
land revenue system is thus largely an inheritance from pre- 
British rulers and this factor explains its development on 
divergent lines m different provinces 

Other pro British sources of revenue acquired by the 
East India Company la 1765 were royalties on salt- customs 
and internal transit duties The latter were abolished in 
1S42, but the former two continued to expand Land revenue 
at the time of the Mutiny was by far the most important 
source of income, yielding about two-thirds of the total revenue 
of the country, while salt and opium contributed over a fourth. 

WTien the control was transferred to the Crown in 1858, 
the Governor General in Council retained complete control 
over the provincial expenditure and revenues Provincial 
governments remained entirely dependent on annual allot- 
ments by the Central Government for the maintenance of their 
administration and even the most trivial expenditure required 
th'* sanction of the Government of India The financial 
history of the next sixty years is very largely a history of the 
growth of the financial authority of the provincial governments. 
An important feature of this financial dcvolntion was the 
development of a system of allocation known as “Provincial 
Financial Settlements” The mam stages of this devolution 
are given below — 

Mr. Wilsos’s Refoeus 

In 1859-60 the military charges absorbed over 50 per cent, 
of the total Indian revenues and the burden of debt had grown 
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Tfiy heavT. Bodsret deficits bad become the rnie and trben 
5Ir. James VTilsoti became the Tinance Minister of India in 
1859, bis first task Tca? to restore the financial eqmhbnciii. 
He made drastic redactions m the military and ciril expendi- 
tnre. refonned the easterns tanfl and mtrodaced the ineome- 
tax for the first time in the Indian financial system. Tie also 
created a State paper cnirencv and e-tabb^hed a new system 
of acconnts and andit board TTic control of the Central 
GoTemment o^er the pronncial income and expenditnre wa«, 
howerer. retained 

DECircmiUS4TIO> 

In laTO. the first important step towards financial dexo- 
Intion was ondertaten in India The administration of certain 
departments was transferred to the provincial governments, 
which were pven a fixed grant for this purpose, in addition to 
the departmental receipts The provincial departments 
inclnding edncation. pobce and medical lemces yielded bttle 
revenne and provided no mdneement to the pronncial govern- 
ments to develop their own resonrees. 

In 1877 a farther step was taken under the Ticeroyallv 
of Lord Lytton. Important heads of revenne, sneb as stamp 
dnties, alcoholic eicues and income tax cohecied m the pro- 
Tioces, were proviaculi«ed and the respon'fhQity of pronneos 
regarding expenditure wae farther extended. Fixed grants 
coDtinned still in most of the pTovmces 

The system of divided heads of revenue was evolved 
from ISSJ. The problem was to provide funds for the Central 
Government and for the provincial governments, which were 
sabordmate to the centra! aatbonty, bat nonetheless bad some 
expenditure to meet. The method adopted is described 
below : — 

“To meet its own cij>eDditTire, the Government of India 
retains, m the first place, the entire profits of the commercial 
departments and, secondly, aD the revenaes who-e locale is 
no guide to its true incidence, such as the net receipts from 
customs, salt and opium. The income derived from these 
sources is. however, insufflaenl to cover the cost of the imperial 
services, and an arrangement had therefore to be made by 
which the other sources of revenue should be dhstribeted 
between the Central and the various provmcial governments.” 

The provincial heads regarding expenditure m the pre- 
vious years were ascertained and adequate revenues wen* 
assigned for this purpo-e. This system of doles made tho-e 
provinces better off which eierci«ed the greatest pressure upon 
the headquarters and tfcere was no incentive to economy. 

The functions of the proviacial governments graduaUr 
increa.ed and financial settUments with them began to assume 
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a qnagi-permanent character. Up to 1921, however, recurring 
and non-reeumng special grants remained an important feature 
o! the system They were utilised for stimulating and con- 
trolling the development of provincial services, e g , education 
and sanitation. 

Financial Devolution itsdee the REpoEiis 

The authors of the Montagn-Chelmsford Report, which is 
the most important landmark in the history of foiancial devo- 
lution m India, wrote : — 

“The existing financial relations between the Central and 
provincial governments most be changed if the popular principle 
in government is to have fair play in the provinces The present 
settlements by which the Indian and provincial governments 
share the proceeds of certain heads of revenues arc based 
primarily on the estimated needs of the provinces, and the 
Goverament of India disposes of the sniplus. This system 
necessarily involves control and interference by the Indian 
Government in provincial matters An arrangement, which 
has on the whole worked successfully between two official 
governments, would be quite impossible between a popular 
and an official government. Our first aim has, therefore, 
been to find some means of entirely separating the resources 
bf the Central and provincial governments ”* 

The object was to estimate the expenditore for central 
semees and to find resources to meet same. All other revenues 
were to be given over to the provincial governments, which 
should be made wholly responsible for provincial services \ 
complete separation was in theory regarded as desirable and 
the difference of opinion related to the question of carrying 
it out into practice. The divided heads were recommended 
to be abolished, and subjects were divided into "central” and 
“provincial”. Customs, non-alcoholic excise including salt, 
income tax, general stamp duties, receipts from railways, 
posts and telegraphs were to be assigned to the Central Govern- 
ment. Land revenue, irrigation, alcoholic excise, forests, 
court fee stamps, registration fees, etc , were to be entirely 
provincial sources of revenue 

This would mean a deficit in the Central budget and as a 
transitional measure the system of pmvincial contnbutions 
was recommended Such contributions were to be a definite 
proportion of the estimated provincial surplus, t e , ot the 
difference between the estimated gross revenue of each pro- 
vinc". under the new scheme of distribution, and that pro- 
vince’s estimated normal expenditure Certain subjects of 
taxation were to be reserved for the provmces, but the 


* ilonlagu-CheJmsford Report, pfiia. 200. 



THE SYSTEM OF PUBLIC FIXAHCE /.V IHOIA 97 

residuary powers of taiation were to be retained in the hands 
of the Central Government. 

The JIesto-v Cojdottee 

The Heston Committee was appointed to devise a scheme 
of provincial contnhntions and it endorsed the conclnsions of 
the 31ontaja-Chelmsford Iteport and advised against a divi- 
sion of income-tax proceeds The initial contnhntions were 
recommendeil to be assessed on the ' mcrea'ed spending power” 
of each province resnlting from the new etheme of distnbntion. 
i.r., the additional income which each province would get on 
the separation of the sonrce^ of revenue These contnbntions 
were to be redaccd or increased over a penod ol ^e^en years 
«o as to conform to certain standard proportions based on the 
relative taxable capacity of the provinces. 

The Joint Select Committee accepted the scheme of 
ioitiai contnbntions and considered that the ideal proportions 
should be reacbcfl not by a process of redistnbntion. bnt by 
a gradnal reduction of the aggregate conlnbution. The aim 
should be the abolition of these contnbntions and not a per- 
petuation of standard eontnbations. 

The Devolution Bales govern the distribution of the sonrees 
of revenue between the centre and the provinces and the pro- 
vincial revenues consist of the following:— 

*'(1) Receipts accruing in respect of provincial subjects 
(which include irrigation, land revenue, forests, excise on 
alcoholic liquors and narcotics, stamps and minerals). 

“(2) A share in the growth of revenue derived from income- 
tax collected m the provinces, so far as that growth is attri- 
butable to an increase in the amount of income assessed. 

"(3) The proceetls of any taxes which may be lawfully 
irapo’cd for provincial purposes.” 

The central sources include customs, income-tax, salt, 
posts and tclcsrrophs, railways and opinm. They also inclnde 
an item reserving to .the Central Government aU matters not 
inelnded among provincial subjects. 

The Devolution Boles alco provided for the payment of 
provincial contributions to the Central Government. These 
contributions varied in amonnt from 318 laths of rupees in 
the case of 3Iadras, 240 laths in the case of the IT. P., and 
175 laths in the case of the Ponjab, to t3 lakhs from Bengal, 
50 laiJjj //vm SoiTitfar, S2 JaLbs from the C. P. and 25 from 
As’am. There was no contribution from Bihar and Onssa. 
Under emergencies the Government of India with the previous 
sanction ot the Secretary of Stale could raise the contribution 
of any province. 
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Joint is. Separate Puese 

The Joint Report provided that the provincial budget 
was to be framed by the Rxecative GoTcmmcnt as a whole. 
The proTinciaf contribution was to be the first charge on the 
provincial revenues and the supply for reserved subjects came 
next The Ministers were to allocate the supply for the 
transferred subjects, and m collaboration with the Governor, 
were also to decide the imposition of new taxes. 

The Government did not accept this method and prepared 
the division of provincial resources, but the Joint Select Com- 
mittee did not endorse the suggestion of the Government. It 
recommended that the Governor should allocate a definite 
proportion of the revenue to the two sides, unless agreement 
could be reached between them without his intervention. 
The Act embodied this scheme and m each Governor’s pro- 
vince the two sides confer on this matter and try to reach an 
agreement on the amounts of the estimates to be put forward 
hy the different departments. The finance department collates 
the various demands and the Governor promotes the spirit of 
adjustment. The Governor m no province has had to resort 
to this power of allocating the available funds in a proper 
manner ; and the two sides of Government have reached 
agreements without his intervention 


Fiscal DevEioriiENT since the Retoesis 


The provinces were expected to have substantial imtiat 
surpluses with which the nation-buiIding services could he 
developed Circumstances, however, made their realisation 
impossible The construction work suspended m the War had 
to be resumed after its termination and the currency fluctua- 
tions impeded industrial and commercial development which 
seriously disturbed the financial situation The following 
table brings out the consequences of the adverse circum- 
stances : — 

(In ZalAs of Supees) 

Estimates by ble'-ton Committee 
of increasol spending poner 
gaioed the provinces 
under its scheme 


Actual surplus ( + ) 
or deficit (— ) 
in 1921-22 


Madras 

Bombay 

Bengal 

U.P 

Punjab 

Burma 

Bihar and Orissa 
C.P. 

Assam 


-1-228 
-f 37 
-I- 41 
-1-157 
+ 114 
-f-182 
+ 61 
-f- *30 
+ 27 


- 99 

— 191 

— 215 
-148 
-171 
+ 14 

- 15 

- 24 

— 24 
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Tho consequence was that financial equilibrium bad to be 
established by retrenchment and in place of there being any 
marked development of nation-bmlding services, expenditure 
on the transferred departments at the end of 1923-24 was 
less than m the year 1921-22 as shown by the following 
figures : — 

i;xrc>DiTTnin os TnAKSiTRRnD Departments 



{In Lakhs of Itujiets) 


1921-22 

1923-24 

Madras 

428 

418 

Bombay 

561 

478 

Bengal 

352 

321 

U P 

352 

314 

Punjab 

307 

282 


There was a great agitation against the Meston Settlement 
and the pro\inees were -very mucli against the scheme of con- 
tributions The Jluddiman Committee observed in this con* 
nection as follo\N8 . — 

"It is duo to it (» t.y tho JlestoQ Settlement) that Jlmistcrs 
ha^ c been unable to enter upon a policy of progressive develop- 
ment in the spheres of ailmmistration committed to their caro. 
II they had been able to do so, they would have been able to 
provide an answer to those critics who boro reiterated the 
allegation that the reforms were a sham, and they would also 
have been able to consolidate their position or else have been 
required to make way for other ministers who could have 
enunciated a policy more acceptable to the Councils which 
would incidentally have assisted in the cstablislinient of the 
responsibility of the ministers to the Councils.” 

Central Finance 

The situation regarding central finance was equally 
embarrassing. For three successivo years before the introduc- 
tion of the Reforms, there were budget deficits aggregating 
over Rs. 55 crores The military expenditure m 1921-22 
stood at Rs. 71 crores being slightly more than the entire net 
revenue of tho GoTcmmentcxclndin; the provincial contribu- 
tions. In the firit Reforms budget, additional taxation 
mostly under customs had to be imposed. Later on, the in- 
come. tax and super tax rates were increased and duties on 
sugar, machinery, watches, etc., had to bo increased. Still 
the budget could not bo balanced. The result was the appoint- 
ment of the Inchcape Committee which recommended retrench- 
ment to the extent of Rs. 19 crores in tho Central expenditure. 
Tliere was gradually an improvrement in the situation with tho 
result that the cotton excise duty was abolished in 1923 and 
the provincial contributions in 1928. 



100 


PUBUC FtKANCE 


Fiscal CbKVE:«Tio'f 

The Joint-Select Committee had recommended that in 
the case of agreement between the Government and the legis- 
lature in India, the Secretary of State should not intervene in 
matters of purely Indian interests. This is clear by the 
extract from the report of the Committee which runs as 
below • — 

“Whatever he the right fiscal policy for India, for the 
needs of her consumers as well as for her manufacturers, it is 
qmte clear that she should have the same liberty to consider 
her interests as Great Britain, Australia, Ifew Zealand, Canada 
and Sonth Alrica In the opinion of the Committee, therefore, 
the Secretary of State should, as far as possible, avoid inter- 
ference on this subject when the Government of India and its 
legislature are in agreement and they think that his inter- 
vention, when it does take place, should be limited to safe- 
guarding the mtcmational obligations of the Empire or any 
fiscal arrangements within the Empire to which His Slaje^ty’s 
GoTomment is a party.” 

This pnnciple was accepted by the Secretary of State as 
is evident from the following words used by Mr Montagu on 
3rd March, 1921, in reply to a deputation from Lancashire in 
connection with import duties on cotton in India He said : — 

“After the Report by an authontatire Committee of 
both Houses and Lord Curzon’s promise in the House of Lords, 
it was absolutely impossible for me to interfere «ith the right 
which I behere was wisely given and which I am determined 
to maintam — to give to the Government of India the right to 
consider the interests of India first, just as we, ^vithout any 
complaints from any other parts of the Empire, and the other 
parts of the Empire without any complaint from us, have 
always chosen the tariff arrangements which they think best 
fitted for their needs, thinking of their own citizens first ” 

As a result of the establishment of the fiscal convention, 
the Indian Fiscal Commission was appointed which endorsed 
a policy of discriminate protection for the country and declared 
itself to he against any general system of imperial preference, 
but pointed out “tliat the possibility of preferential duties on 
a limited number of commodities should be considered by the 
Indian Legislature after a preliminary examination by the 
Tariff Board ” 

After a heated debate in the Assembly the Government’s 
resolution to the effect "that India’s fiscal policy should be 
legitimately directed towards fostering the development of her 
industncB” was passed. A Tariff Board was appointed and 
smee then it has been dealing with claims put forward by 
various industries from time to time. 



CHAPTER X 
Layton’s Report 

The total annual income of the British people is estimatccl 
at £4,400 millions or £100 per head, whereas the corresponding 
figure for per ctiptM income m India is £8 per annum. The 
proportion of this annual income spent upon military and naval 
defence is £2 10» per head or about 2| per cent , while the 
corresponding figure for British India is 3s 4d per head or 
about 2 ppr cent of the average annual income The figures 
for expenditure upon education in England and India res- 
pectively are £2 ISs and dd jier head. 

The chief features of the Indian financial situation in the 
light of the above information arc: — 

“The mass of the people are extremely poor 
“She 18 incurring expenditure on the primary functions of 
government, such as defence and the maintenance of law and 
order, as high m proportion to her wealth as Western nations. 

“Her expenditure on social services such as education, 
health, sanitation, etc , on the other hand, is far behind Western 
standards and indeed in many directions is almost non existent 
“The insufflcicncy of India’s revenues to provide adequately 
for the latter classes of expenditure has been a factor of political 
importance m that it has created dissatisfaction with the very- 
small headway that it has been possible to make m the directioa 
of social amelioration under the Reforms.’’ 

The percentage of taxation to income for Britain, Japaa 
and India is 20 per cent , 20 per cent., and 8 per cent., res* 
pectively, According to Mr Lxytou the revenue m India can. 
increase provided the tax “incidence is adjusted to the capacity 
of taxpayers to pay and that heavy additional burdens are 
not put upon primary necessities”. Secondly, the proceeds 
should he iMsely spent to increase the -wealth production and 
efficiency of the people of the country. The economic welfare 
of the country can increase if public expenditure is so designed 
as to give greater economic security, better physical well-being 
and education. 

The reasons for inadequate revenues in India arc : — 
Firstly, the elected representatives arc not willing to 
incur the unpopularity of voting increased taxation so long as 
there arc no means of ensuring that the revenue will ho spent 
£>n n.atwn-Jwjdding iiepartmeata to an adt-qaato extent. The 
Central Government is not permitted by the constitution to 
subsidise the social services falling within the provincial sphere ; 
“and in any case there arc very definite limits to the extent to 
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■which an irresponsible GoTCmment can force increased taxa- 
tion on a poor country.” 

Secondly, there is lack of barAiony between the distribution 
of functions on the one hand and the allocation of sources of 
revenue between the provinces and the Centre on the other, 
"With the result that the functions falling within the provincial 
sphere require large expenditure, but the provincial revenues 
are inelastic 

Thirdly, the present settlement has left the provinces very 
differently situated financially, which has created dissatis- 
faction and the endeavour of the provinces has been to secure 
a redistribution of the existing resources rather than to try to 
increase the total available funds. 

Finally, it is evident “that the dominant factor in India's 
financial situation la her large expenditure on the army". 
Mr Layton does not, however, think that a reduction m the 
expenditure on defence will produce adequate revenues to 
enable the country to make satisfactory progress socially and 
economically ^ 

The following conditions should be the mam fcaturea of 
financial reforms in India* — 

“(a) that respoDsibihty for imposing additional taxation 
IS definitely laid upon those who will have to incur additional 
expenditure , 

“(6) that sources of revenue appropriate to their require- 
ments are available to those antborities who have urgent and 
expanding services to administer, and 

'‘(e) that all parts of India shaU make an equitable contri- 
bution to common purposes ” 

As explained above,* India bad a highly centrahsed 
system of administration before the Reforms. The rnain 
heads of revenues collected within the provinces were divided 
between them and the rentrol Government and subsidies 
from the Centre to the provinces were an important feature 
of the financial arrangements The total provincial revenues 
■were based on provincial needs m theory, though in practice 
they were the result of tradition and history. 

The ifontagu-Chelmsford Report proposed to give the 
provinces a constitutional control over certain resources which 
they would increase or decrease as they hked. In fact, they 
laid down that all the Indian fiscal resources should be at the 
disposal of the provinces subject to some deduction for the 


* This view cannot be accepted because a reduction in the raUi- 
tary expenditure in India to the pre-War level will mate a net annual 
saving of Its. 15 crores, which should ease the financial situation very 
considerably to enable the country to mate progress socially and 
economically. 

* See Chapter IX. 
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rcqaircnicnts of the Centro. This doctrine -wai not, htiwcrer^ 
carried to it? Joj^ical conclnsion by asiijnuns all rercniies to the- 
proTince? and making them contribute to the central exchequer 
on a certain baais. Thi? could be possible only Mhen the 
federation of independent states came together for the first 
time , though even in such eases this method has rarely been 
followed, the general plan being to allocate to the central 
aiithontj oertain definite sources of revenue For example, 
in the case of the federation of the thirteen original states of 
the F S A., the customs resenue was from the beginning 
assigned (or federal purpose? 

The idea that all revenues should be provindalised cannot 
work unles? the provincial unit? have full power to determine 
the scale and nature of the expenditure of the Central Govern- 
ment The Centre should have certain specific sources of 
rcsenuc of its own so long a? it has the power to determine 
its budget independently The Montagu ( bolmsford Keport, 
therefore, sought to solve the problem by abolishing the divided 
heads of revenue and allocating some of them to the provinces 
and other? to tho central exclicquer The conception of all 
tare? being provincialised was even more specifically given up 
in the Government of India Act inasmuch as the residuary 
powers of taxation were given to the Central Government. 

Tho award of the Meston Committee wa? criticised on 
the follow ing grounds 

{«) The provincial sources are inelastic though they have 
growing needs; but the case with the Centre is the reverse. 

(1>) The provinces were given unequal treatment, because 
some of them were given a much greater proportionate increase 
of revenue than others. 

FiNAKcui. Situation 


Budget estimates of Kevenuc and Expenditure of Central 
and Provincial Governments in 1921^0 (in crortt o/rMpeesl’: — 


CwrnAi. Keve’ide 

CinmiAL EiPETmrrCRE 

Customs 

Cl .22 

Pcfence (net) 

53.10 

Income-tax 

S.ilt . . 

10. CO 
0.35 

I>ebt Charges (net) 

Cisil Administration 

12.19 

Other Taxes . . 

i.i9 

(net) 

Ix>ssonPost OtTice, Im* 

11.50 

Total Taxes . . 

75.30 

gallon and Forests .. 

.39 

Itailwajs (net) 

0.25 

Cost of Collection 

3.32 

Opium (net) . . 

2.33 

Civil Works (net) 

2.41 

Currency and Mint (net) 
Tributes from Indian 
Slates 

Other lleceipts (net) 

2.35 

.74 

1.17 

I'eiMions 

Other Expenditure (net) 

2.78 

.47 

Total 

88.22 

Total 

88.22 


• J.Vpofl d/ CommUsion, Vol. I, p. 215. 
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PROVmClAI. Revende 

PBOVIKCIAI. CxPENDirrHE 

Land Revenue 

35.48 

Land Revenue and 


Excise 

19.44 

Central Administration 

15.76 

Stamps 

14.35 


12.28 

Begistr&tsoa . . 

1.47 

Jails and Justice 

8.31 

Scheduled Taxes 

.39 

Debt 

Pensions 

3.21 

4.05 

Total Taxes . 

71.13 

Education 

12.57 

Forests (net) . . 

2.07 

3tedical and Public 


Imgation (net) 

Other Surploses of 

2.77 

Health 

Agriculture and Indus* 

6.33 

Revenue 

. 12.28 

Civil Works . . 

Other Expenditure 

3.53 

11.84 

9.00 

Total 

. 38.25 

Total 

80.96 


The following table coiupUed from the Indian Year Book 
gives the rensed budget estimates for 1933-34 and 1931-35: — 


{Figure$ in Crore» o/ Rupees) 


Eerenue 


1933-34 

1934-35 

Pnncjpal Heads of Eeveane— 




Castams 


46*87 

48-48 

Taxes oa Income 


17*13 

17 -25 

Salt 


8-55 

8*73 

Opinm 


1-69 

•95 

Other Heads 


1-86 

1>82 

ImgatiOD Receipts . . 
Interest 


:’>59 

1-86 

Civil Administration 


•77 

•78 

Cinl Works 


•24 

•24 

Currency and Hint . 


1*23 

1-27 

Sliscellaneons 


•88 

•57 

Extraordinary Eeceiptg 


•36 


Posts and Telegraphs (nel) 


•32 

•70 

Railways • - 


32*87 

32-58 

Defence 


5*25 

5-20 

Total 


119-31 

120 -43 

Expenditure 


1933-34 

1934-35 

Customs 


*99 

l-Ol 

Taxes on Income 


•83 

•85 

Salt 


1-14 

1-15 

Opium 


•72 

•42 

Other Heads 


•59 

•58 

Imgation . . 


•04 

■ 06 

Civil Administration 


9-59 

9-59 

Corrency and Hint . . 


•61 

•66 
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Expenditure 

1933>34 

1934-35 

Civil AVorks 

2-07 

2-02 

Allowances and Pensiona 

2-96 

3 -OS 

Miscellaneous 

1-30 

1-25 

Extraordinary Expenses 

1-39 

•03 

Posts and Telegraphs : 

Interest on Debt . . 

•83 

•84 

Hallways 

32-87 

32-58 

Defence Services 

40-67 

49 -SS 

Interest 

9 -66 

10-34 

Ileduction of Debt 

3-00 

3-00 

Alisccllancous Adjustments 

1-00 

3-10 

Total 

. 119-31 

120-24 

Tho above table shows the following facts 

_ 


(fl) Tho expenditure on defence, cinl administration and 
debt amounts to a very largo proportion of tho total expondi- 
tnre, and 

(6) Tlio expenditure on nation-buildmg departments m 
tho provmeos is very low 

“An outstanding feature of this summary is tho high 
proportion (r»2J per cent) which current cTpcnditurc on de- 
fence hears to the total expenditure of the Central OoTCrnmont 
—a higher proiiortion m fact than in any other country m tho 
world . . It IS more Bignificant that cron when account u 
tahen of provincial and central expenditure together, tho 

ratio (3U per cent.) iv still a very high one Security 

18 , of course, essential, if production is to develop ; but it 
cannot ho claimed for expenditure on defence either that it is 
a mere redistribution of income or that it promotes productive 
efnciency. Indeed, cconomic.ally speaking, it is the most 
burdensome form of expenditure, and this is particularly tho 
case where, as in the ease of India, tho army contains a large 
element drawn from elsewhere. If, therefore, tho high ‘de- 
fence ratio’ 111 Indian Government expenditure is partly duo 
to the low level of other expenditure, it remains a peculiarly 
burdensome one, and it would lie reasonable to assume that, 
c\cn if tho total expenditure of India were increased, tho 
burden would bo more tolerable and more readily borne, 
provided this particular charge were diminished.”* 

The following table of figures giving a comparison of the 
military expenditure of yanoaa countries of the world shows 
that India is scicnth on tho list in this respect among the 
Great Powers and that her defence expenditure is between 


* Rco /bid., p. 210. 
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two and three times as great as thai of the whole of the rest 
of the Empire excluding Great Britain. The figures are*: — 


U. S. A. 

• • . 4,453 million gold francs 

Great Britian 

.. 2,900 „ „ 

Russia 

• • 2,440 „ „ 

France 

. . 2,286 „ „ 

Italy 

• '• 1,333 „ „ 

Japan 

.. 1,215 

India 

. . 1,069 „ 

Germany 

. . 942 „ 

Rest of the British Empire .. 370 „ ,, 


Sir. Layton m his Beport says that “It is relevant to my 
-present purpose to point oat that the total is at present so 
large, both absolutely and m relation to the revenues of India, 
as to be a dominating factor lo the financial situation." 

Statesiem Co^rpAI«No the Actual Revenue and Espendi- 
TURE OF THE CENTRAL GOVERNMENT SINCE 1921-22 



(In Z<tkks of Rupees) 


Year 

Revenue 

Expenditure 

Surplus (+) 
Peficit (— ) 

1921-22 

1,15,21 

1,38,40 

1,31,88 

-27,65 

1922-23 

1,21,41 

-16,02 

1923-24 

1,33,17 

1,27,16 

+ 2,39 

1924-25 

1,38,01 

1,28,58 

-f 6,68 

1926-26 

1,33,33 

1,25,05 

+ 3,31 

1926-27 

1,31,70 

1,23,77 

^ 2,96 

1 927-28 

1,25,04 

1,22,22 

- 2,21 

1928-29 

1,28,24 

1,32,69 

1,23,88 

- 32 

1929-30 

1,26,63 

+ 27 

1930-31 

1,21,60 

1,30,04 

-11,58 

1931-32 

1,21,64 

1,26,50 

- 11,75 

1932- 33 

1933- 34 

1,26,40 

1,19,31 

1,18,01 

1,15,02 

+ 1,55 
Surplus to 


earthquake fund 

1934-35 

1,20,43 

1,15,10 

J- 4,95 

1935-30 (Revised) 86,52* 

84,10* 

4- 2,42* 

1936-37 (Budget) 87,35* 

85,30* 

+ 2,05* 


The above figures show that the years of deficits have 
“been more frequent than years of surplus, and in some years 
the deficits have been very great 

• P Jacobson, Armamenl* Expenditure of Vie World Also see 
World iTconomic Surtey, 1932 33, p 171. The figures in the latter 
book are tn national currencies and consequently are not comparable, 

• Figures are net. 
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The following table shows the yield of the principal 
8onrco3 of revonnc: — 


(7n Crores 0 / Rupees) 


Year 

Customs 

Income- 

tax 

Hallways 

Salt 

Opium 

1021-22 

31-41 

18-74 

9-09 

6-34 

1-27 

1922-21 

41-15 

17-99 

1-22 

6-82 

1-92 

192V24 

39-70 

18-24 

0-44 

10 -02 

1-66 

192 1-2 > 

45 75 

10-01 

0-78 

7-39 

1-44 

192.'>-2fi 

47-78 

15-86 

5-49 

0-33 

2-04 

1920-27 

47 38 

15 -05 

0-01 

0-70 

3-33 

1927-23 

43 23 

1.5-00 

0-28 

6-03 

3-08 

192S-29 

49-28 

lC-70 

5-23 

7-00 

2-72 

1929-30 

49-72 

17-10 

6-12 

6-72 

2-19 

lOlfWl 

51-40 

18-00 

5-74 

7-05 

2-07 

1911-32 



7 -35 



1912-3.1 

52 -28 

17-70 

6-22 

9-23 

'03 

1913-84 

3931-35 

10-90 

17-30 


7-38 


1935-30 

34-71 

10-80 




3910-07 

IJuJget5J-82 

17 -60 





The above figures show that the revenne receipts from the 
principal sources are having a downward trend and this in spite 
of the « itraordmary taxation of 50 crorcs of rnpcca that has 
been imposed during the last five years. 

Rctemte PCOSrECTS 

Picgarding the revenoe prospects the conclusions of Jlr. 
l;ayton may be summarised as below ; — 

(1) Tlic key to the situation will bo found m tbc yield 
of customi revenue. 

(2) This would depend upon the state of the monsoon. 
“A monsoon fadnre would, however, affect the general pur- 
chasing power of the country, and, therefore, the receipts 
from emtoms j and allhongh transport development, the 
duorsification of India’s economic activities and any rise 
tliat may haie taken place jn the standard of life in certain 
pirts of India may mitigate its effect, it would not be prudent 
to assume that the stcaify rise of imports and of customs revenue 
that has taken place m the last dccasle, will continue without 
interniption. Indeed the rise has been checked at the moment 
by the almost universal set-baek to trade." 
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(3) India’s economic derelopment would be more rapid 
than m the past owing to the completion of some gigantic 
irrigation projects, railway and road derelopment and the 
development of harbours. These factors would improve the 
state and volume of India’s trade. 

(4) The fiscal policy would play an important part. 
Certain duties were regarded by him as beyond the point of 
maximum yield and he, therefore, pointed out that more 
revenue might be obtaineil from a general lowering of rates. 

(5) A revenue of nearly Its. 100 crores was anticipated 
to he realised by 1940 from the existing central sources. 


■Ripesditure 


Chief Ites« of Expesdititec 



(In Crores of Rupees) 


Year 

Afilitary 

Civil 

Debt 


Services 

Services 

Services 

1921-22 

60*81 

8*64 

14 '89 

1922-23 

65*27 

9 *.50 

15-00 

192J-24 

6.5*23 

8*65 

14 *17 

1924-25 

65*63 

9*39 

15-27 

1925-26 

C6-00 

9*87 

14*12 

1926-27 

55*97 

10*28 

12*60 

1927-28 

54*79 

10*22 

11-99 

1928-29 

55*10 

10*43 

12 '82 

1929-30 

55*10 

11 *56 

12 -19 

1930-31 

54*35 

12*20 

14*30 

1931-32 




1932-33 

46*74 

20*89 


1938-34 

46*20 

20*53 


The military 

budget which stood at 55-1 

crores m 1928 


was expected to remain at the same figure until 1932-33 and 
thereafter to drop to a lower figure in three ways Firstly, 
India was expected to be relieved of the capitation charges 
amounting to Rs 2 crores annually This expectatio.n has in 
part been realized owing to the award of the Capitation Tribunal. 
Secondly, the progressive Indianisetioa of the officers of the 
Indian Army was another method of effecting a saving therein. 
Thirdly, “the substitution of Indian Army pnits for the much 
more expensive units of the British Army in India,” would 
reduce this expenditure but the Joint Parliamentary Committee 
did not make any satisfactory recommendations m connection 
therewith and the nea Act also is on the same lines. 
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■nc!?arding the cost o£ general administration, Mr. Layton 
lointcd out ‘‘that the Indian GoTcmment is expenaire, oTring 
to the IcTcl of salaries in the upper grades of the Indian Services, 
'^hich have had to be fixed on a standard high enough to induce 
Lnti'sli membera to leave their home country and to work for 
the best part of their lives m an uncongenial climate” ; but be 
reganfed that these standards would contiavff for the British 
personnel and pointed out that the salaries of the British and 
the Indian Officers should be the same but that the overseas 
allowances of the former conid bo increased Without an 
increase in the additional duties upon the Central Government, 
he did not anticipate an increase in the total expenses under 
this head The total debt charge was expected by him to 
eomc down. 

Pno\I^CIA^. Expenditure 

liegardmg provincial expenditure, Mr. I^ayton conclndcd 
as below — 

“In short, so long as the State is unable to actjmro a share 
of the increment in the value of land m the form of land revenue, 
irrigation dues or m some other way, and so long as the present 
allocation of sources of revenue persists, there is no direction 
in 'which the proamccs can look for a substantial or even a 
continuous increase m revenues, except under the heading 
of Stamps." 

The foJJonjoff two baWcs sbow the positjon of provincial 
icvcnuos from 1021-22 to 1928-29:— 

PnoVINCIAL IteVEVUES, 1921-29 


(In LaKhs of Ituptta] 

(a) Gross JlncnMts (brfore deducting yronncial contri'fiwiions) 


Year 

Madrw 

Kontliar 

Ilengal 

U P 

Punjib 

1021-22 . 

1.523 

1,307 

895 

1,213 

885 

1022-23 . 

i.eoo 

1,173 

0S5 

1,210 

1,003 

1023-21 . 

1,017 

1,509 

1,013 

1,271 

1.001 

1021-25 . 

1.027 

1,555 

1,031 

1,210 

1.153 

1025-20 . 

1.003 

1,558 

1,071 

1,270 

1,2(50 

1020-27 , 

1.CS3 

1,1‘I0 

1,050 

1,289 

1.171 

1027-2S . 

1.700 

1.531 

1.0S1 

1,230 

1.200 

102^-20 . 

1,753 

1,522 

1,099 

1,115 

1,110 
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Year 

Purina (m 
eluding Shan 
States) 

Bibar 

and 

a P. 


Coorg 

Total 

1921-22 .. 

982 

443 

491 

196 


8,027 

1022-23 .. 

050 

491 

637 

109 


8,493 

1023-21 .. 

980 

628 

539 

220 


8,801 

1024-25 .. 

1,005 

537 

547 

215 

13 

9,048 

1025-26 . 

1,113 

579 

518 

259 

1 14 

0,371 

1026-27 .. 

1,104 

574 

529 

238 

13 

9,157 

1927-28 .. 

1,128 

572 

S40 

209 

14 

0,328 

1928-29 .. 

1.112 

578 

536 

271 

14 

9,149 


(J) 2r«< Bnenuei (ajter dtiuciing froTincial coninbntioni) 


^ear 

Madras 

Bombay 

Bengal 

U. P 

Punjab 

1021-22 . 

1,146 

1,311 

832 

1,002 

710 

1928-29 .. 

1,753 

1,522 

1.009 

1,145 

1,116 







per cent. 


,16 




Population 


19.3 



20.7 

in millions 



45 4 


Year 

Burma (m 
eluding Shan 
States) 

Blbar 

and 

C P 

i 


c-'* 

Total 

1921-22 .. 

918 

443 

463 

181 


7,006 

1928-29 . 

1,112 

587 

536 

S74 


9,144 





60 



per cent 

21 

30 







13.9 




in million^ 
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Provincial P.evenufs and Central Revenues Collected 
IN THE Provinces — ^1928-29 

(^n Lalcht oj Rupees) 



Madras 

Ilombay 

Itengal 

V P 

Punjab 

rnOVIKCIAU 
I>nni} Hevcnue 

525 

485 

327 

604 

278 

Excise 

559 

392 

225 

131 

121 

Ntampa 

251 

»C8 

355 

173 

121 

Ineomc-Tai . . 

5 




4 

(IJ. It. 15) 
ImRfttion 

183 

00 

1 

87 

374 

(net) 

Toreate 

02 

73 

31 

02 

85 

Other Hetula . . 

m 

338 

ICO 

00 

182 

Total . . 


1.522 

i.oo: 

1.145 

1,115 



Hurma 

*iban 

Hibar 

C. P 

A,™ 

Total 



o,.,„ 




Provincial. 
Ijinil Revenue 

510 

5 


210 

117 

3,271 

llxclse 

133 

1 

189 

123 

CG 

1,910 

Stamps 

71 


110 

70 

22 

1.311 

Income-Tax . . 

12 


a 

o 


35 

(I). 11.15) 






IrnffnlJon .. 

33 


21 




(net) 







I orr«ta 



11 

51 

3S 

517 

Oilier Heads .. 

105 

32 

OS 

08 

21 

1,235 

Total 

1.055 

SS 

578 

630 

274 

0,133 
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Madras 

Punjab 

U.P 

Bombay 

Bengal 


(In Lahhs oj Ruptta) 


1922-23 

1929-30 

Increase 

percentage 

Increase 

411 -3 

763-8 

352 -5 

86 

299-0 

542-7 

243-7 

82 

298-0 

388 -2 

90-2 

30 

453-5 

567-6 

314-1 

25 

353-9 

404-0 

50-1 

14 
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The following table shows the eipcnditurc on nation- 
building seniccs separately: — 

PiniCEMAGE Increase betwfen 1922-23 and 1929-30. 



Education 

Medical Belief and 
Public Health 

Madras 

82 

115 

Punjab 

78 

94 

U P 

47 

67 

Bombay 

23 

4.3 

Bengal 

21 

24 

The mam 
below : — 

conclusions regarding provincial budgets are 


“(n) As a result of the ilimion of resources m 1920 the 
proTinccs received substantially increased spending power as 
compared with the prctlar situation, and though higher 
salaries and prices absorbed a large amount of the increase, 
they have hoen able to finance the considerable expansion of 
social services that lias taken place all over India in the last 
decade 

"(b) The benefit was, bouever, une/jually felt owing to tho 
fact that for historical and other reasons certain specific items 
of revenue are productive to varying extents m the difTcront 
prosinces. 

‘•(e) The growth of revenue continued fairly generally 
during the first half of the decade partly as a result of new 
minor taxes and higher r.ates of stamp duty and also through 
the assessment of newly irrigated land 

“(d) The lull effect of the allocation was not felt until tho 
final abolition of the contributions This gave the contribut- 
ing provinces further increases of revenue and enabled them 
to continue the expansion of their Bcrvices during the last half 
of the decade ; bill It increased the disparity that hail already 
been created. Other provinces bavo had tho difficulty in 
making even small increases in expenditure, and m Bengal 
the expansion of eilucational and other services had practically 
ceased. 

"(f) From now onwards any increase of revenue from 
existing sources— except receipts from large irrigation schemes 
mainly in the Punjab and Pind — is likely to be small. Tho 
small stagnation of other revenues will affect all provinces 
alike.’-* 

New SoLTicEs or ItEvn.M;c 

A case has l>een mailn out in the Beport of the Indian 
St.atuiory Commission for an increase in revenue. It is 

• Report of the Indton Slatulory Cotninittion, Vol. II, p. 233. 
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suggested that the tax revenue of India is capable of being 
increased provided that the incidence of taxation can be 
adjusted to the taxable capacity of the various classes of people. 
It IS pointed out that though on theoretical grounds, direct 
taxes are preferable to indirect taxes because their incidence 
can be definitely determined and they are economical to the 
taxpayer inasmuch as he is not called upon to pay more than 
the Government receives, yet to suit Indian conditions, the 
latter are neceaary. The principal items of taxation suggested 
are . — 

Firstly, the exemption limits of income-tax should be 
lowered and there is considerable scope for steepening the 
progression of tho rate of locomc-tax on incomes between 
Es 5,000 and Rs 100,000 It may be remarked that this 
has already been done. The provisions relating to income 
from foreign investments should be amended so that it may 
be possible to tax same whenever it comes to India. 

Secondly, there should be taxation of agricultural mcomes. 
The exemption is neither supported by fiscal theory nor by 
practical considerations and expeiliency. In the permanently- 
settled provinces and elsewhere also, the tendency for land 
revenue is to remain fixed. It u also said that the net value 
•of the land produce has increased much in recent years, but 
that the tax-gatherer has not gamed any share of the increase 
This can be done either by adjostments of land revenue assess- 
ments or by imposing income-tax on agriculture incomes. 
The latter plan is preferred by the Indian Statutory Com- 
mission It may be said m this connection that the heavy 
fall in prices after the Statutory Commission had made this 
recommendation has changed the situation entirely m this 
reipcct 

The principal advantage of levying income tax on agri- 
cultural incomes according to the Commission is “that it 
will subject the non agncultural earnings of people who own 
land to a higher rate ol income-fai For instance, if the 
income from all sources of rural money lenders, who are often 
landholders, were taxed, not only would more income become 
liable to tax but the tax would be assessed at a higher rate”. 
<Page 240 of the Report oj the Commxanon, Vol II ) 

Thirdly, a laige income is not expected from death duties 
.and it IS suggested that if levied, the tax would have to be 
administered by a central authonty and distnbuted among 
the provinces 

Fourthly, an excise duty on factory produced tobacco 
and matches is recommended The two excises at the end of 
10 years were expected to yield 7 or 8 crores. It may be said 
that m the budget for 1934-35 these duties were imposed and 
many others also besides them. 
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Fifthly, terminal tax was also recommended and it was 
estimated that in course oflime it mi^ht be capable of yieWmp: 
lO croros easily. Its mam objections, namely, that it might 
impede trade and prevent specialised production and that it 
might impede short distance traffic, were dispensed inth m 
the Report with a remark that if levied at a lov. rate and 
subject to the approval of the Goveniment of India, it could 
work with advantage Ulicn motor traffic develops, its 
applicability should be eomidcred in tliat connection also and 
that it should be levied on river traffic also It slioiild not be 
regarded as a permanent feature of India s financial system, but 
rather as one suited to a country in a comparatively early 
stage of development and that ita imposition is sanctioned by 
the precedent of European countries fsiibject to these consi- 
derations, it could be mail© a fruitful source of revenue 

Finally, the limit of one anna in the rupee of the local 
cess on land was recommended to be abolished to increase the 
yield of the cess 

pRihciPLE? or Dj«?TnimrTioN of ItEvrNurs 
Substantial sums of money must be collected by a central 
agency and distributed among the provinces on some agreed 
basis to meet nation-buildmg services Tlie proposal to re- 
cognise tbe Tight of tlic provinces to all the revenues which 
arise m them and to finance the needs of the Centro by pro- 
vincial contributions was rejected by the Commission, inter 
fllia. on two mam grounds “Firstly, that if there are to bo 
no internal barriers m India customs duties and similar taxes 
must be collected at a uniform rate, and In any case can most 
conveniently bo collected by a central organisation ; and 
secondly, that the plan would involve conferring on the Central 
Goremmont the right to intervene and to compel a defaulting 
province to produce its quota ” Thmlly, the scheme is based 
on the assumption that each province has some natural right 
to the revenues nliicli arc collected in it. This is not so; 
because tlie customs revenue eoUccted at the mam ports is 
tax paid to some extent by people throughout India and not 
mcrclj- by the people in tbe province wliere the port is situated. 
?»o principle of allocating the customs revenue according to 
the place of consumption of imported poods would work satis- 
factorily, fijniil.irly, in the case of income-tax on profits it is 
impossible to say whether these profits arise m the province 
where the liead office Is situatevl ; because a big business may 
have branches in many provinces. Even, it the administrative 
diffrnJiiea conJd oiereomt', tfce yicW within the lwr/?ers oS 
a province could not be said to be legitimately its own share. 
The prosjH'rity of big towns depends iiiKin the prosperity of 
the country as a whole. The expansion in the revenue from 
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income-tax, say, in Bombay would be due in a great measure 
to the fact that the imported goods are consumed elsewhere. 

Distkibtjtxom Accobdxng to Needs 

The existing provinces on these grounds were regarded a? 
■unsuitable fiacal umts It is thus necessary that some of the 
revenues of India should be redistributed according to the 
needs of the various provinces The income from taxes on 
profits and on trade cannot be earmarked to the benefit of the 
territory in which it happens to be levied and it arises from the 
economic activities of the whole country Further, large areas 
should not he left in a backward state of development. It 
does not, however, mean that a uniform standard should be 
enforced all over India ; while the rapidly advancing provinces 
should be really left to make the pace for others But it is 
really not desirable to leave the backward provinces without 
resources to follow the lead of the progressive ones. This 
difficulty can be overcome by readjusting some of the proceeds 
of taxation according to n^ds 

Limitations of the Pbinciples op Needs 

The principle of distribution of revenues according to 
needs has its limitations Firstly, a pronnee which feels that 
part of its taxation is being used for other provinces would 
resist the imposition of taxation and there would he no incentive 
to develop taxation properly Secondly, a province receiving 
revenue which it does not coUect would spend same carelessly 
and thus it would encourage extravagance Thirdly, the 
developing resources throw responsibibties on the particular 
provinces where they develop and involve them in increasing 
expenditure It would be unfair to deprive such provinces 
43f the revenues increasing from their economic progress. 
Therefore, the principles of distribution according to origin 
and on the basis of population remain the only two practicable 
principles 

POSSIBILrrY OF Cesteaiasing Seuvices 

The problem could be solved by a centralisation of nation- 
building services or by adopting a system of grants-in-aid. 
But the arguments against any soch solution are very weighty. 
Firstly, the advance is likely to take place more rapidly m the 
provmces than at the Centre and to transfer more financial 
control to the Centre would be a backward step Secondly, 
the important field of training m civie responsibility and affairs 
will be the provincial legislatures as they will have to direct 
the social services Thirdly, the nation building services 
.cannot be directed efficiently from a single centre. 
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DisiuinuTioN According to Population 

The principle of distribution according to population 
seems to be simple, intelligible and equitable, and the cases of 
other coimtriea oftcr some precedenta in this direction. The 
finances of the German Zollverein were organised on tins basis 
and the system was till recently prevalent in the Australian 
Commonwealth and in the Dominion of Canada “To distri- 
bute the whole or even the larger part of the revenues of India 
on this principle would ecrtainly be unfair . and would severely 
penalise those provinces wbich have already made great 
headway , but. il a suitable proportion of centrally collected 
revenues were distributed on this basis, it w'ould . . .introduce 

just that kind of correitive that is nctded to adjust some of the 
present inequalities between the provinces without introducing 
compheated formula? or making separate arrangements wTth 
regard to every class of revenue (Page 250 of the Eeport 
of Ike Slatulorij Commt3$ton, V'ol II ) 

The conditions to winch any nesr financial settlement 
must conform may be summarise as below : — 

“(o) Wo must envisage an additional expenditure of at 
least 40 to 50 croros of rupees by 1910, m order to finance the 
expanding functions of Government, most of which will fall 
witlun the sphere of provincial governments. 

“(h) There is no prospect o! existing prosincial pcventies 
expanding to meet tliese requirements. 

“(c) After the loss of the opium revenue has been made 
good by the expansion of other items in the central budget, 
and certain claims have been met, .and assuming peace and 
internal order, there should, m course of time, emerge a surpltis 
oicr existing items of central exiK-nditure. In the absence of 
a rapid expansion of the functions of the Central Goi eminent, 
<ir a policy of drastic tax reniission, this surjdus should become 
avaihalile for provinci.il purposes The extent of this surplus 
w ill be largt ly niTected by the extent of India’s future expendi- 
ture on defence and b> her fiscal policy. 

“(d) This central surplus, however, will, in any case, be 
quite insulllcient for the purposes envisaged, and provincial 
reienues must, therefore, be supplemented by new forms of 
taxation, most of which should be uniform all over India, and 
centrally eollccted. 

“(c) In order to maintain the cs'ential connection betw ecn 
spending and raising resenue, the responsibility for imposing 
these new taxes must rest upon tho representatives of the 
provincial IcguUturcs. 

“(/) Continuous and detailed administrative control by 
the Central Goiornment over the functions referred to m 
(>i) aboie will not be practicable, and it will, therefore, not be 
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possible to finance a large proportion of proTincial expenditure 
by means of granta-in-aid out of centrally collected revennes. 

‘‘{g) Hence a simple and aatomatic basis must be found 
for the distributioh to the provinces of centrally collected 
revenues This basis must be permanent, or at all events, only 
changeable by general agreement of the provinces. 

“(A) The system of distnbution must enable a province 
to benefit from its OTvn economic development and from the 
enlargement of its own tax producing capacity. In other 
words, it must receive some benefit from an increase of the 
revenue which anses within it In particular, a case has been 
made out for enabling the industrial provinces to benefit to 
some extent from the increase in revenue ansing from their 
industrial activities 

“(t) The hapharard geographical distribution of the pro- 
vinces makes it, however, meqnitable to distribute all centrally 
collected taxes on the basis of the province from which they 
arise, and the distribution must to some extent accord with 
the needs of the vanous proiinces The only satisfactory 
automatic test of this kind is population 

“(;) The complete scheme should, therefore, be based in 
part upon distnbntion aecordiog to population The desired 
compromise between these two principles can be obtained by 
assigning the vanous sources of revenue to be distributed 
according to one or other of them.” (Pages 250-251 of the 
Report of the f<talut<trij Commieeion, Vol II ) 

Application of tto Fobecoing Principles 

Indian revennes were considerwl uoder four heads m the 
Report of the Indian Statutory Commission 

(a) Bevenne collected and spent by the Tentral Govern- 
ment , 

(b) Bevenne collected and spent in the provinces ; 

(c) Bevenne collected by the Central Government and 
distributed to the provinces according to the basis of ongm ; 
and 

(d) Bevenne coUected by the Central Government and 
distnbuted to the provinces on the basis of population. 

Under the first head a surplus of 14J crores was estimated 
to be realised at the end of 10 years on the basis of existing 
taxation as below : — 

1 Expansion m the enstoms revenue at the rate of about 
J crores a year, givmg crores at the end of 10 years ; 

2 An increase of at least 4 crores in income-tax due to 

a reduction m income tax limit, taxation of income from foreign 
investments and greater progression ; ^ 

3. Saving in the mihtaiy budget which was expected to 
be counterbalanced by increased civil expenditure ; and 
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1. Increase in railway recciptB, lint for this no credit 
^as allowed owing to the urgent need for a reduction m 
rates and fares and for obsolescence of ranwa>8 An allow- 
ance of 2 crorcs was made for the disappearance of the 
opium revenue. 


]lr-ALLocATio> or Rcstnucs 

J’oreijrt L\i]urtT . — To avoid conflict of interests between the 
Central and the Provincial Governments, it was proposed tliat 
the customs duty should he brought into relation with the 
excise policy of tlie provinces by reducing the customs duty 
to the standard luxury rate of 10 ptr cent and by guing the 
provinces the right to impose further duties on foreign lifjuor 
in the form of excises In this way the provinces would 
gam IJ crorcs and they would also have the advantage of 
controlling the taxation level on alcohol consumed within their 
borders Tins would also increase their excise revenue sub- 
stantially. because "the present customs duties are very low 
as compared with the corresponding duties imposed m the 
country " 

romiiifreirtl Stampn were recommended to he centralised 
so that tho revenue might ns far as possible be assigned to tlio 
niitlionty wlucli controlled the rales of duty Centralisation 
would also prevent competition between provinces by creating 
uniform rates 

/iifowie Trtx — A substantial i*ortion of the uicomc-tax 
revenue should bo assigned to the provinces either on the 
basis of the collections made witbm a province ; or the basis 
of allocation should be tlic lax paid by the residents of the 
provinces on their income from all sources, including the 
iiieomc from dividends received by them from companies 
t.irrying on their business elsewhere also. The latter method 
was preferred by Jlr. Layton; though tlic method lias the 
disailvantage because it does not take into account incomes 
earned ui India of persons living abroad, or of the tax levied 
upon tlie undistributed profits of companies. 

Snlt Dnti /. — The procteds of the salt duty should also be 
transferred to the ]ir<nincis on the population basis, which 
would cost the Central budget 5J crorcs net. 

This transfer was to be gradual according to a certain 
schedule so that the loss of revenue to Ibe Pentral Jlschequer 
shouhl he aliuul IJ |o 11 crores a jear. Exceptional 
oircmnstances might ]K)Stponcthe transfer, but the agreement 
b< tween the Centre and the provinces would provide that this 
tmiider ought to be a tirst charge on tlie surplus, the delay to 
be made gootl sub«< iiiiintlv. 
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New PBovmciAi, Taxes 

Agricultural Incomes shonld be taxed by remoTing; their 
exemption and the whole of the proceeds should be allocated 
to the prOTinces in which they are collected. 

Surcharge on Income-Tax . — It was suggested that the 
provinces should be allowed to impose a surcharge amounting 
to one quarter of the tax on persona! incomes or one-half of 
that which would he transferred to them under the scheme of 
the Statutory Commission At the end of ten years, this was 
expected to produce a revenue of three crores 

Terminal Taxes . — ^Provinces should also he empowered 
to levy terminal taxes which might produce about 10 croies 
at the end of ten years They would enable the provinces 
to vary tbe level of direct taxation and to impose a general 
consumption tax capable of producing good revenue 

A Provincial Fund should bo established to which excises 
on cigarettes, matches and the salt duty wou’d be transferred. 
At the end of 10 years this fund would be provided with an 
annual yield of 14 crores It should be distributed among the 
provinces on a p«r captfrt basis, which would benefit the poorer 
provinces to a certain extent. 

Item (a) revenues raised and spent by Central Govern- 
ment would thus include customs, income and super-tax less 
the assignment of half tbe personal incomo-tai to the provinces, 
commercial stamps, railway profits and profits from central 
services. In the eventuality of the emergence of a further 
surplus, a certain proportion of the customs revenue should go 
to the Provincial Fund. Further, the Central Government 
should have the power to raise additional revenue for emergency 
purposes In order that the Provincial Fund might not be 
directed by the emergency powers of the Central Government, 
the latter should consist in th© riglit to make surcharges on 
certain, taxes only. 

Item (6) revenues raised and spent by the provinces would 
include terminal taxes and the right to levy surcharges on per- 
sonal incomes subject to income-tax. In order to prevent 
harmful reactions on inter provincial trade, the maximum rates 
to be levied by the provinces should be fixed 

Group (c) including taxes centrally collected but distributed 
to provinces according to origin would include 50 per cent of 
the yield of personal income tax allocated to the provinces and 
the tax on agncultural incomes 

Group (d) would include AU-India taxes collected centrally 
but distributed according to population and it would also 
include the general excises. 

The provincial situation at the end of 10 years was esti- 
mated to be as follows — 
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In crorcs of rupees 

Existing revenue (budget 1020 30) .. ..78 

Existing revenue (budget 1920-30) . . . . 78 

Group (6) 

Surcharge on personal income-tax . . . • o 

Terminal taxes .. .. .. ..8 

Group le) 

Hall persona) income tax . . • • u 

Tax on agnciiltural income . . • 5 

Group {d) 

Provident Fund .. .. ..14 

Total . 114 


The Central Budget would be as below • 


(/»« Crorea af Rupees) 


UrvFNor. 


CvrEVDlTURE 

Customs (after allowing tho 


Defence 

loss of liquor duties) 

St 

Debt 

Income tax . 20 


C»m 1 Administration 

Provincial 


Cost of collection . 

share . . 8 


Civil works 

— 

14 

Other Items 

Commercial stamps 

2 

Surplus 

BaiIwaj^ (net) .. 

0 


Miscellaneous .. 

6| 


Total 

«u 

Total 


2i 

4i 


The conception ot fv Provincial I'wnd fed by All-India taxes 
is essentially a federal idea and somo machinery was, therefore, 
regarded nocessar)' for discussion and action in relation to these 
taxes by the provintial poserninents themsejies It sias 
siiCtjestod that this machmvry should bo an Inter-Provincial 
I'inanci.il Council consislms of ibe provincial I'lnance Ministers 
an I the I'ltmiee Munster of the Central Gosernuient. This 
Council Mould meet once a year (o consider proposals for changes 
in the taxes within Iho scope of the Provincial Tund. These 
proposals would be considered m the special session of the 
Assemhlj ; and the Gosernor General-in-Conncil would not 
have the right to rerlify taxes for the I'rnvinciai I'und The 
projKised changes would not romp before the Council of State, 
and they would not be voliil upon by the prosincial legislative 
councils; though it would lie open to any council to indicate 
its MOWS liy a resolution. 

Ol.M'IlAI, FIXA>CI\L ItEUSTIONS 

The following proposals were maile regarding the financial 
relations of the pros incial governments with the Central Govern- 
n.cnt and w ith the Secretarj of State : — 

(rt) At present the accounts of the provinces except in 
the U.l’. are kept by a central sersjre. It was suggested in 
this connection that the accounts should be provincialised, 



122 PUBLIC FINANCE 

■wbith ’ffOBld be ia keeping with the tendencv to make greater 
fiscal antonomy. As the ficcoantg of the proxinces would 
increase and become complicated^ this growing expense should 
not be put on the Central GoTcmment. Ultimately the 
accounts of the pronnces would be kept by a proxineialised 
service under the control of the provincial governments. 

(b) The provincial balances are kept with the Central 
Government and the TQinimuin balances to be held are pre- 
scribed This system was not proposed to be altered because 
“the provincial governments have no organisation in being 
to supersede the existing one and would presumably have to 
enter into arrangements with the Imperial Bank of India. If 
and when a Central Bank is created in India, this institution 
will probably take over this fonction Meanwhile, there are 
obvious advantages in the Government continuing to do this, 
but It should perform this service on a commercial basis, and 
shonld not attempt to make nndue profits out of the business for 
the benefit of the central budget ” (Beport of the Indian- 
Statutory Commititon, Vol. II, p 26C.) 

(c) Regarding the borrowing operations, the proposal 
was to set up lo India a Pronncial J/oan Council, consisting 
of the provincial Finance Ministers and the Finance 3Iinister of 
the Government of India. This Council would establish a 
borrowing programme, and laydown the regulations for borrow- 
ing. Thu would co-ordinate the pobey ol rauing loans and 
prevent competition between tbe provinces themselves and 
between the pronaces and the Central Government IVith the 
gradual development of responsible government in India, 
externa! control over the borrowing operations of the central 
and provincial governments would disappear. The constitu- 
tion of the Loan Council would bare to be modified and the 
fnnctions to be assigned to it may be similar to those of the 
Council of the Australian Commonwealth, which deals with the 
reqairements of the Commonwealth Government and the 
Constituent States. A joint borrowing programme is estab- 
lished and provision u made for co-ordinating the issue of all 
loans through a single cbanneL 

The raising of sterling loans is at present controlled by 
the Secretary of State for India, which has prevented the 
Government of India from coming into direct touch with the 
City and ' complicated tbe management of Indian finances. 
It was, therefore, suggested that this function shonld be trans- 
ferred to the High Commwisioner for India, who should be 
assisted by a smaU committee of experts of a standing similar 
to that of the members of the Finance Committee of the India 
Cbuncil The existing jirovision requiring the authority of an 
Imperial Statute for sterling loans raued by tbe Secretary of 
State for India was recommended to be aboluhed. because 
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“ there is no corrcsponOinR provision m the ease ol loans raised 
hj- the CroA\ n Colonies or the Dominions 

(J) The audit staf! was recommended to be separated 
from the staff keeping the accounts, whether accounts were 
provincialised or not. 

lleganlmg the claims of the States for a portion of the 
customs duties, the proposal of the Rutlor Committee that an 
expert body should be appointed to examine the claims and 
counter claims ssas endorsed The development of India’s 
finances as laid down in the Jirport of ihc Statutoni Commission 
vsould make the Central Government increasingly dependent 
on customs rev eniie and the taxation imposed on the population 
of the States would thus int reasp at a time when the cost of tho 
Imperial Inirdoii would fall or remain stationary “ It wiU 
thus strengthen the case for determining v\hat is tho burden 
that maj m equity be imposed upon the States Further, if 
uniform national excises ore to play an increasing i61c m Indian 
finances, they will, if levied at the point of production, consti- 
tute a new form of taxation on the population of the States and 
make it still more important to find a means of harmonising 
the financial policy of the Indian States and of British India.” 

BoititowiNo AMI Audit UNorii the Act 
^Yllen Part III of the Government of India Act, 3035, 
comes into force, the powers vested m the SocrctaTy of State 
In Conned, of borroMing on the eecunly of the lovcnuesof 
India shall coaso; but this will not affect the provisions 
of Part XJII of this Act relating to borrowing in sterling by 
tho Soctroary of State. According to Section 315 of the Act, 
tho Govcrnor-Gencral-m-Coiincil will not be empowered 
to raise sterling loans ? but m lieu thereof, the Secretary of 
Statemay contract such loans on behalf of the Governor-General- 
in-Counc)l. The latter will be able to exercise siifli borrowing 
powers only if at a meeting of the Secretary of State and his 
adi iicrs tho borrowing has been approved by p- majority of the 
persons present. 

A Province w ill be able to borrow money upon the securities 
of its revenues within the limil* laid down by the Act of the 
Provincial I^egidature. The federation may make loans to. 
or give guarantees m respect of loans raised by any Province 
and any sums required for the purpose of making loans to a 
Province shall be charged on the revenues of the federation. 

A Province ni.ay not Iwrrow outside India wifljout the 
con'cnt of the redoration nor may it raise any loan if any 
part of a loan made by the Pctleration or by the Governor- 
Gencral-in-Council to the Province is still outstanding, or in 
respect of which a guarantee has hern given bv the Federation 
or by the noieraor-General-m-CouBed. The Yederation shall 
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not withhold such consent nnreasonahlj, and in the erent of 
a refusal to make a loan or to give a guarantee, the decision of 
the Governor-General in his discretion shall be final. 

Atjmt and Accounts 

An Auditor-General of India shall be appointed by His 
Majesty, who shall exercise such powers in relation to the 
accounts of the Federation and of the Provinces as may be 
prescribed by an Order of His Blajesty in CounctJ, or by any 
subsequent Act of the rcderal Legisiatute varying nr extending 
such an order , but no Bill for such a purpose shall be introduced 
without the previous sanction of the Governor-General in his 
discretion 

The accounts of the Federation shall be kept m such form 
as the Auditor-General o! India may prescribe with the approval 
of the Governor GeneraJ. The Auditor General can also issue 
directions regarding the methods or principles m accordance 
with which any accounts of Provinces ought to be kept. 

The reports of the Auditor General of India relating to 
the accounts of the Federation shall bo submitted to the 
Govemot-Geneial, who will get them placed before the 
Federal Legislature, and the reports of the Auditor-General 
of India, or of the Auditor-General of the Province as the case 
may be, relating to the accounts of a Province shall be sub- 
mitted to the Governor of a Province, who shall get them placed 
bflore the Provincial Legislature. 

A Provincial Auditor General could be appointed by Hi? 
Majesty to perform the same duties and exercise the same 
powers regarding the Audit of the Accounts of the Ptoviucc con- 
cerned as would be performed by the Auditor General of India. 
The former will be appointed, if the Provincial Legislature 
concerned passes an Act charging the salary of the Auditor- 
General of the Province on the Provincial revenues 



Cn^VPTEP. XI 

Percy and Davidson Committees 

The F«'(ii'ral Fmanrc Comimttcc prfsidcd orer by the 
Lord Enstacc Percy and the Indian States Enquiry Committee 
presided oTcr by 5Ir Pavidfon were appointed m 1932 to 
enqmre into the financial adjustments of the Federation and 
the British Indian ProTinees on the one hand and those between 
the Federation and the Indian States on the other. Xo 
complete picture of the financial position of the Fcilcration 
could l>e presented, except by eo onlinatinj the results of these 
Committees The division of the wori. that was entrusted to 
each of these Committees was purely .artificial and the two 
enquiries were neces®anly linked together 

Their reports are thus closely connected and interdepen- 
dent. thoujrh for purposes of convenience it was decided to 
cntnist the enquiries to separate Committees These reports 
have not evoketl any ceneral feelings of satisfaction or approval 
from the parties affected. The constitution of a Federal 
Finance Committee was opposed by gcvcnl members of the 
fir^t Bound T.ablc Conference* partly because it would delay the 
process of framing the con«t)tut)o», partly on the pronnd that 
It wa.s iinnoces«ary, and partly from a fear that it might result 
In a departure from the* principles accepted by the Sub Com- 
mittee presided over by Ixinl I’eel. 

Though the recommend.ations of the Peel Committee 
were endor<e»l by the Federal Structure Committee in their 
anxiety to expetlite the framing of the new constitution, 
the former body did not fivl suffieient confidence in their 
findings, but desired their conclusions to l>e tested by an expert 
Committee m the light of a careful estimate of the probable 
revenue and expenditnre of the Federation and its I’liits. 
Bearing the clo«e connection of the two enquiries m mind, 
the reeommend.ations of these Committees may non be 
ex.ammfd 

The mam duty entru*t«d to the Percy Committee was to 
te<t the soundness of the cla««jfication of the sources of revenue 
into Federal and Provincial m the light of facts and figurea, 
to e4tim.afe the fin.mcj.il position of the Ferloral and Provincial 
Governments on the basis of "uch allocation of revenues and 
to recommend the nece<«ary adjustments for securinc the 
fin-mci.-il equilibrium of the Federal Government and the 
Pronnee*. It was al<o to advise npon and examine the sab- 
ots of the pre.IWi'rafion debt, powers of taxation, new sources 
of revenue, the emergency iHMnra of the Feileral ^vemment, 

* TXt IniiaiK Septeieber 1IC3, p*ge 617. 
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borrowing powers, the diviaioa ot pension charges, etc. It 
was, therefore, necessary for the Committee to make a forecast 
of the financial position of the Federal and Provincial Govern- 
ments m the near fnture. In new of the aboorinal conditions 
of the conntry’s finances, it was unavoidable for the Committee 
to make certain assumptions regarding the time required for 
the revival of trade and the restoration of comparatively normal 
conditions and as to the level of taxation. They could not 
help making these assumptione on these points. Though their 
assumption of three years as the period of return to normal 
conditions nas too sanguine, yet the assumption of a longer 
period of depression would have involved an assumption as 
to the continuance for the same period of the existing bnrden 
of taxation and of an increase m that burden probably. An 
endeavour to look too far into the future would increase the 
speculative element in the caicniations and it was probably 
safer to proceed on the basis adopted by them ; but the sub- 
sequent facts have belied their assumption in this respect. 

Their conclusions are of a gloomy character, but probably 
this IS partly due to the difficulties inherent n the nature of the 
task entrusted to them. The abnormal financial depression 
prcTatlmg in India as in other countries of the world, the 
inelasticity ot her revenues, the inheient costliness of a 
modem system of administration, the uncertainty regarding 
the revival of trade and prosperity by a rue in world prices and 
the limitations imposed npon the enquiry by their terms of 
reference are undoubtedly responsible witbm limits for the 
cheerless and gloomy character of their findings. 

The Committee could perhaps suggest some relief from 
taxation even with their restricted terms of reference, but 
unfortunately this was not done. 

The Fedeeal Foeecast 


The following tabic given in the Percy t^mmittee Report 
shors the estimates of the Federal income and expenditure. 


Betexve 


(/n Lakh* of Bupeei} 


Customs 

CoUection 

Net 

Salt 

Expenditure 

Net 

Opium 

yianufacture . . 

Net 

Railways . . . . 

CuireiKry and 31mt (net) 


51.20 


5,55 
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(In Lahhs of Etipeei) 

Revi nce (Confd.) 

Brought forward .. 01,70 


Miscellaneous 

Ordinary 

Reparations 

Total 

State Contributions 
Income taxes 
Collection 
Net 


ExmSOtTVRE 

Debt Sciwiees 

Interest (net) .. 11.25 

binbing Fund . . . . 6.50 

Posts and Telegraphs (net) .. .• lu], 

Stilitarf Budget (net) . . . 47,00 

frontier Watch and Ward . 1,70 

Civil Administration including Tcmtonal and 
Political Pcn-sions and excluding other pen" 
aions and cost of collecting revenue, and allow* 
ing C<3% for proviacinlisation of Accounts and 
Audit . • • . . . . . • • 6,S5 

Pensions .. .. .. .. .. 2,07 

N. \V. F. P. Subvention .. •• 1,0() 

CivinVorl,s .. .. .. .. 1.00 

Clilef Comniissioncra' Provinces and Central Areas 
Revenue 2,80 

Net 1,31 ^ 


TOTAt Etpevditure .. 8,010 

Surplus : 4.50 laVtis. 

This forecast " lias heen b-iseil on the rates of taxation 
imposed Iiy tiio First Finance Act of Ifl3l ; that is to say, we 
have not t.akcn into account the Rpcclal snrcliarpcs on ciiatoms, 
income-tax and salt at present in force. This is an assumption, 
vrhicli in .ill the circumstances, sie feel ohliged to m.akc, hnt 
INC do not iMsh to l>e nnderslood to lie exprcssin? tlie view 
that the present level of taxation ought necessarily to be 
rcdiieed. On the contrary, wo think it might be wise to regard 
some at least of these siireliarges as a possible reserve.” 

Tims on the existing basis of revenue nnd expenditure, 
the IVdoral Government was expectwl to have a surplus of 
1-50 crores, and the Provincial Governments wore expected 
to have a dcdcit in Ibo aggn'gatc of .1-82 crores in tlie year 
10.1.7-3(1 when the Federal Oonstitution was to have come into 
ofH'nitioii. Several questions of import.anee arise upon this 
estimate. Firstly, whether the Committee were right in adopt- 
ing the existing level of revenues andeijvenditnre. The extent 
to whieh retrenchment in expemliture could bo eilected is 
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a question into which the Committee did not go. On the 
existing scale of Federal expenditure and the existing sources 
and yield of rerenues, a sarplus of 4 *50 crores was estimated 
to be available for distribution among the provinces. 

By far the most important question relating to the alloca- 
tion of sources between the centr^ and provincial governments 
relates to the treatment of income-tax. The Peel Committee 
held that taxe.s on income other than corporation tax should 
be treated as provincial sources of revenues. The arguments for 
this new are . — 

1. that the Federal sources of revenue should be such 
as could be raised both from the inhabitants of British India 
and the Indian States also As the States would resist the 
imposition of income tax by the Federal Legislature, it would 
not be fair that the ineomc-tax should be levied on the British 
Indian Provinces only ; and 

2 that some provinces like Bengal can meet their deficits 
by provincialising the income-tax. 

Tlie arguments for income tax being treated as a Federal 
source of revenue are : — 

1 It would not be practicable to balance the Federal 
■budget, il the income-tax were surrenderea to the provinces. 

2 Indirect taxes alone would not yield adequate revenue 
to balance the Federal budget and areobjectionaW® inasmuch as 
they press more heavily upon the poor than upon the rich. 
The Peel Committee pointed out that Federations which began 
only with indirect taxation as a federal source were compelled 
to levy an income tax on the profits of companies in some 
form or another and that for that reason the constitution had 
to be amended in the U. S A and Switzerland. 

3. On the ground of uniformity of burdens upon the 
Units of Federation, the Peel Committee had recommended 
the provincialisation of income-tax , hnt they did not carry 
the principle to its logical end. They recommended the imposi- 
tion of a corporation tax corresponding to the super-tax on 
the profits of companies throughout India, hut they were not 
certain if the States would agree to the imposition of the cor- 
poration tax , or even if they agreed to its imposition, they 
might not agree to the appropriation of its proceeds within the 
States to federal purposes. The Percy Committee pointed out 
that if the corporation tax were abandoned as a federal source 
of revenue, the Federal Government would lose the one direct 
tax which could be counted upon to make up for a fall in the 
customs revenue. 

4. It would not be adhering to the principle of uniformity 
of burdens if after provincialismg the income-tax, provincial 
tontributions were to bemtrodaced from which the States would 
be exempted. According to the Percy Committee the provinces 
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TvouM bo called upon to contribute for gome time to come out 
of tlieir income-tai receipts to^^anls the finances of the rcdcral 
OoTernment. There A\ould thug be no proportionate special 
burdens ujion the States. It would then bo straightforward to 
treat income tax an a I'c«leral Iicarl of rereniie and then distri- 
bute such federal surplus as may accrue to the provinces 

5. This procedure would obviate the sense of pricvaneo 
ainoiiK the proMnees which would arise if they were to surrender 
a portion of what they might be cncourageil to regard as their 
own source of revenue 

0 It would aUo a\oid the difficult questions of the basis 
of Contributions to the Federal Government 

The scheme as outlined by the Percy Committee regarding 
the distribution of ineome tax is given below . — 

Out of the total estimated yield of income-tax which 
came to 18 crorea of rupees, bO lakhs was fho estimated cost of 
collection and 3 crores and 70 lakhs was to be retained by the 
rederal Government, being supcr-tai ou companies and 
the tax on salaries of fwleral officers and personal income-tax 
and super-tax in federal areas Out of the remaining 13 J crorcs, 
2 crores represented tho collection of personal super tax and 
was to be distributed on tho basis of the actual collections 
/row residents. Of tho remaining 21^ crorcs, about 1/UU 
■would ropnsent the estimated tax on tho undistributed profits 
of companies and on the incomes of persons resident outside 
llritish India and was to lio distributed on population basis. 
Tlie remaining (l/Tths of 111 crores was to be distributed on tho 
basM of tho estimated share of personal income-tax creditable 
to each province. Tho following tabic given by the Committee 
sets out tJie position 

Dfslnhiifion of Income-Tax 
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Provinciai. Contributions 

If income-tax were to be made a provincial revenue, the 
Federal Government would be left with a deficit and for this 
reason and also to provide surplns of about 7 crorea for the 
Federal Government, the provincial contributions abolished in 
1928 were recommended to be revived. The basis of provincial 
contnbutiona was to be the proportion of the shares of income- 
tax of the provinces. The aggregate contribution to be paid 
by the provinces was to be a fixed sum to be reduced gradually 
as and when the Federal Government could aflord to do so. 
The provinces would contribute crores and on the above- 
named basis the position would be as disclosed m the following 
table : — 


Province 

Surpine (+) or 
deficit ( --) on 
the basis of 
present provincial 
r«v«ft««s 

Share of 
Income tai 

Contnbution 
payable 
proportionally 
lo the 
amount in 
column 3 

Surplus (+) 
or deficit (— ) 
if full contn 
hution is 
paid 

Madras 

-20 

1,83 

1,15 

-f48 

Bombay 
excluding Smd 

-65 

3,22 

2,03 

+54 

Bengal 

-2,00 

-f25 

4,05 

2,55 

-50 

U. P. 

1,23 

I 78 

+70 

Punjab 

-f30 

91 

57 

+04 

Bihar and Orissa 

-70 

1,07 

68 

-31 

C.P. 

-17 

69 

37 

+ 6 

Assam 

-65 

29 

18 

-54 

N. W. F. P. . . 


10 

6 


Smd 


21 

13 



According to the above tabic, three provinces, namely, 
Bengal, Bihar and Orissa and Assam, would bo left ivith a 
deficit of 50, 31 and 54 lakhs of rnpees respectively as shown 
in column 5 The Committee proposed that 50 lakhsshouldbo 
remitted to Bengal, 33 to Bihar and Orissa and 38 to Assam 
and this sum of nearly a crore should be ratably borne by 
the other provinces in such a svay that their surpluses should 
not be converted into deficits- This would enable every 
province except Assam to balance its budget and the position 
would then be as follows ; — 
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l*r5\ince 

CoRUtbntion 

1 Contnbulioi 
! pfOpo«e<l 

1 Finilsurplm 

JIadras 

1.1 r> 

1.41 


Bombay . ' 

2,03 

2,48 

1 9 

Bengal 


2,05 


U. P. 

78 

05 

5.3 

Punjab 

57 

70 

51 

Bibar and Orissa 


25 

2 

Assam 

IH 


-30 


Tho Committfo ranip to th« follo^ving conclusions m this 
connection • — 


“(1) "i rror<'s m the amount ix'fjinml to carry out a 
loRical distnhntion of tncomo tax among the provinces with 
spicial treatment only for the two provinces which are gene- 
rally recognised tn he in need of such treatment 

‘‘(2) 0 erores would Iw sufficient to giie special treatment 
to llcngal ns well as to these two provinees . while leasing 
Madras, llomhay, the United Provinces and the Punjab eacli 
with a substantial surplus ranging from about 15 lakhs to 
nlimit To lakhs. 

‘‘(3) On the basis of fi\e erores, a metliod of distribution 
eM\ l.e devised which, while ealUng for temjvorary sacrlflces 
from these four provinces, would enable c\ery province except 
Assam to balance its budget. 

“ On our cstiniateil l'e<iera1 surplus of 7 erores, a net distri- 
bution of flic erores w-imld leave 2 erores available for tho 
contingencies to whiJi wo liavo nderred. Wo can express 
no opinion ns to whether this balance will prove more than 
sufllcicnt to meet those contingencies, but wo should hope 
that any new- expenditure arising out of the establishment of 
tho rodoration, including the separation of Smd, will not 
ext cod about one onire.” 

or Tiir.Hi CovTnimTiovs 

Thoro are four ubjrctions against these contributions. 
1‘irstly, a* a comparison of the last columns of both the tables 
will show, .Madras, Tlombay, the U. 1\ and tho Punjab have 
to sufTor to the extent of 20, 15, 17 and 13 lakhs respectively 
to giie iMnefit to Ilengal, llihar and Orissa and \ssam ; hut 
the remaining provinces would not share this deficit. This is 
imfAlr to these four pros mces. Secondly, these contributions 
are to eontmne indellnitcly and though 'the Peel Committee 
had n-conimemlol that the eonstitution should specifically 
pnniile for the extinction of provincial contributions by annual 
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stage? over a defiaite period such as tea or fifteen jcars, the 
Percy Committee conld not anticipate any such period. 
Thirdly, it is noteworthy that the States were not to pay any 
such contribntions and the report ignored the basic pmciple 
that Federal taxation should he home equally by all units of 
the Federation including the Indian States. In spite of the 
difficulties facing the Indian States, it would not be fair on 
that account to expect British India to make any sacnfices 
in order to induce the States to join the Federation. Income- 
tax should he regarded as the legitimate property of the 
British Indian Provinces and the deficit caused hy the resto- 
ration of the proceeds to those who paid the tax should not 
fall only on British India ; but should he shared by all the 
Federating Units alike. These contributions cannot be justi- 
fied on grounds of equity and a tax to which nothing is contri- 
buted hy the Indian States cannot justly be regarded as a 
Federal tax. Fourthly, the revival of these contnbntions is 
undesirable as it would revive the old controversies. 

New Evci*?es 

As the Federal Government would be left with a great 
deficit, the Committee proposed excise duties in order to obtain 
new sources of revenue. Regarding excise on tobacco, they 
expected a substantial revenue from vend licenses and fees, 
but an excise on it could not be relied upon in tlie near future 
to yield a substantial revenue. Such a dnty could not bo 
imposed on the cultivator and on the manufactured product 
it conld not be successful when its manufacture continues to 
be so largely earned on in small establishments and even as 
a domestic industry and they regarded it unsafe to rely on 
it m the near future Regarding excise on matches, they 
contemplated its existence from the outset of the Federation 
and anticipated an yield of abont 3 crorcs with due allowance 
for reduced consumption, of which 2*50 crores would be raised 
m British India This duty has now been imposed.* Other 
excises might occupy an important place in the fiscal policy 
of India m the future, but they could not rely upon the intro- 
duction of such measures in the early years of the Fedeiatiou. 

They also exammed the case of augmenting the Federal 
revenues by a few selected monopobes. From a fiscal point 
of view they did not prefer the monopoly method of raising 
revenue to that of an excise dnty and further, they did not 
think that the monopoly method could bo applied with 
advantage in India to any new commodity. The manu- 
facture of arm? and explosiies was already subject to license; 
while pubhc utility monopolies stand on a different footing and 


* See Chapter on The Ijtdian Budget, 1931-35 
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the mnnop«)ly from the only new commodity of broadeastin? 
was rcfiarilod as prolilematical from the revenue point of view. 

ComtntTcial .S'f/imp*. — ^Tliey did not recommend the fede- 
ralidn" of commercial stamps in the near future ns the loss of 
resenue to the different proxinccs would be unevenly distri- 
buted and their fedirahsation would not ease the problem of 
distributini; income tax The difTiculties m the Svay of sepa- 
ratin'* stamp duties into two classes, commercial and non- 
commercial, would be pravo and thus stamp duties were re- 
coininen<l<d to be prov mchilised rurtlier, in proiiosmp that 
the prof ceils of eonimercial stamps should bo assigned to the 
f'nits, ttiej were infiiuneeil by a doubt whether the problems 
an«m2 from the imposition of IVdoral stamp duties in the 
States iiiipht not he disproportionate to the ri venue involved, 
I*uovl^olvL Hoi urns 

Tor aupincntinp the provincial revenues the Committee 
suffpe'-ted that the taxation of tobacco, otherwise than by 
ex«ivi' on produet Kin or maniifac lure, should rest wjtli the 
rnits. with a ripht to the l•Vderal fJovemment to impose a 
pi’ner.il JVdcrnl excise Nicression diilirs wero rJa«scd amonp" 
taxes leviahhs by the Tcderal Oovemment for the benefit of 
the Units thoiiph they wen* not prepared to rely on them ns a 
source of revenue In the near future Terminal taxes were 
also jeeomtncndcd to be imposed by tho Federal Lesislaturc- 
for the benefit of tho Units Such terminal taxes ns were In 
existince, mainly as municipal taxes, would fall into much tho 
same talepory as other taxes c1asse<l as redcral, which, at tho 
time of IVdcration, were hemp levied by certain Units. Tho 
iiiiiiiicipalities and provinces were to continue to raise these 
taxes only within limits laid down b}' tho Tederal Lepislaturc. 
Tfie richl to tax apricuftural inronu s was also recommi uded to 
be piven to the provinces liecaiiseof the close connection hctweeii 
this snbjeet and land rcvemic. This ripht should be restricted to 
the tax.itinii of ineoine onpmatinp in the province concerned. 

llepirdiiip the Rcneral financial position of tho provinces, 
the tVimniif fee poiiiteil out that, on the basis of their existing" 
revenues, most of the provinces would be in a difficult position 
at the outset of the IVderation, even if they balanced their 
biidpeis In the intervinmp penml and carry over into Tidera- 
tioTi only the liatidities which they bad incurred. "If, during" 
the interveiiiijg period, they continue to nccumiilate deficits 
year hy year, the position will become quite unnianapeablc, 
and the prospects of r«.vl provincial autonomy will pro fniifo be 

emhnpend If, the provinces can be providcil with 

a siihst.vniisl additiun to their revenues when the procoeils of 
inrimH‘-t.ix begin to lie distnbntcsl, it is of the utmost im- 
portance that they should niaVc, diinug the intervening ]ieriod. 
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the sacrifices necessary to enahle them to taie full adrantajre 
of the pro'spectiTe improTement in their position. Otherwise 
the additional expenditure required to proxide for the service 
of further loans, taken to cover deficits, _inay mortftag'e the 
new revenue to such an extent that in many cases provincial 
autonomy would start under the most unfavourable conditions.” 

“We reftard it, therefore, as essential that the Government 
■of Indi? ’ind the Local Govemirents should give this matter 
their immediate attention, and should endeavour to concert 
measures to secure equilibnnm in the provinces during the 
intervenmg period.” (Page 20 of the Ktpori.) 

Emtt — In this connection the Committee regarded the 
estimates on receipts from excise on country liquor as very 
low and they thought that the Provincial Governments were 
sacnficmg revenue without effecting a corresponding restriction 
of consumption. According to them a province which deli- 
berately sacrificed revenue had no right to ask for preferential 
treatment in the distribution of income-tax at the cost of other 
proTinees. 

Regarding expenditure, they did not take into account the 
possibility of economies other than those already adopted by 
Provincial Governments Some further retrenchments 
might be possible wifhm the framework of the existing ad- 
ministrative system ; but they did not think it s^e to assume 
that savings m that direction would do more than balance any 
increased expenditure directly dne to the introduction of the 
new reforms. 

EMEECEXCT C0^TEIBCT10^S 

Emergency contributions were recommended to be levied 
lor Federal purposes upon the Onits on three possible bases — 
(1) the revenue of the Units; (2) their population, and (3) a 
formula based upon a scientific sarvej of their relative taxable 
capacity. The last was commended as the best ; but in view 
of the absence of any scientific survey, the first one was regarded 
as the best solution after deternunmg the revenue of each 
Unit on a comparable basis Where it wa^ not possible, the 
assessment might be made on a population basis, the amount 
of the total distribution being divided for this purpose in pro- 
portion to population between these Units and those accepting 
the revenue basis. 

In case there was any permanent Federal surplus, the 
Peel Committee had recommended its distribution to the 
constituent Units and that the constitution itself should lay 
down the proportions m which funds thus available should 
be divided among the Units. The Percy Committee pouLted. 
out that the situation could not anse until any prescribed 
process of eitmguishmg ProTmcial or State contributions had 
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ln’on complctoil. Iti that cas<* the Committoo giiesp^tM that 
the surplus ghouM he ihstnhiitMj on a population basj? a? it 
woiihl an<e mainly from taxes on congnmption. The Federal 
Go%ernin«nt could, however, diitrihute any part of such a 
surplus for gpenfic purposes on a basis determined by tlio 
t'ederal Letrislaturc, 

BonnowiNO Powers of the Provinces 

The Peel Tommittee reporleil that there must be a consti- 
tutional ri?ht in a provines* to raise loans m India upon tho 
s<cKrJty of Its own revenues, but the I’errv rommiffre did 
not a?T«e with this slew and pombd out that so Ion" as the 
se<urity for the pre IVnleration debt iniluded the revenues of 
the prosinies. flie latter should Iw allowed to borrow with the 
consent of the F* deral Oovemment As this procedure would 
be inennsistint with provincial autonomy, a middle course 
was suKRcxtid by them, based on the distinction between the 
Rineral debt of the Federal Oosernment and loans made to 
the Fnits h> the Feileral Oovemment They presiimtd that 
all the Fnits would have a right to applv to the Federal Gov* 
ernmt nt for loans, subfect to the latter being s.atjsfieil regarding 
the seeurity for siuh loans The Provincial lyoans Fund 
would thin befome a FMleral liOans Fund Then the Gotem* 
mint of (s<ry Ftderal L'nit should have the right of independent 
borrowing, provnled the Foleral Government was Informed of 
this intention and an opjiorUmity was given to ofTer advice, 
in ease a I'lderal Unit had loans outstanding with the rwleral 
Govcriitiient, the former would raise a further loan only subject 
to tbe <nn«*nt of the Federal Government 

An impirtial .and not « reprrsenf.ativo bmly of Ix»an 
Fotnniis'ioiiers was rteommendeil to be created to which tbo 
Fisleral Government could refer applications from Units for 
loans, Applje.at)ons from Units having Joans outstanding from 
tlicFeileral Ixi.ans Fund for consent to indepondi nt l)orrowing 
should also Is* refcrresl to these rommissioners. The decision 
on all applications should rest with the Federal Government. 

In rnaVing the Federal forecast, the Percy Committee did 
not know thi- ifTect of n financial settlement between tlm 
bt.vtis and the F»^lcral Government, and the Davidson Com- 
rnittie jyiintisl nut that it would me.an a burilen of one croro 
ujxin the Fe<leral resoitrecs. In that ease the IVderal suqilus 
wiitiM l>e reduced to 0 cnires. To ronijx'ns.ito the deficiency 
in the crons rcf^uired to seeurc financial STiuilibrium in tho 
provinces, the Government might nly ujvm the savings in 
tnihtary and civil expenditure. 

It woiihJ Ik* (indesiraMo that the portion of Income (ax 
procM'ils to l>e distnbiltetl to the provinces should vary from 
sear to vear or Ik* dependent upon the Iwunty of the FMeral 
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Gorernment. An automatic principle of division would be 
to assign the corporation tax to the Federal Govemnient 
exclusively and fix a definite ahare of the rest of income tax, 
excluding any tax on agncnltural income. The Committee 
showed much ingenuity in elaborating their scheme regarding 
the distribution of the tax ; but the tests of simplicity, ad- 
ministrative convenience and intelligibility laid down by them 
can hardly stand scrntiny It may be said that no system of 
contribution by the provinces is likely to be devised which 
will satisfy all the contnbutmg Units ; while the growth of 
indirect taxes with the Federal Government might in the near 
future prove insufficient to restore equilibrium without income- 
tax. 

If it 13 assumed that incoine-tax would remain a Federal 
source of revenue, it is futile to know the exact amount raised 
in every province to find out a basis for distribution. This is 
necessary only when it is treated as a provincial source of 
revenue In public finance, taxation has no quid pro quo to 
the member paying it and it is as trne of the Federal Govern- 
meat as of the local authonties A combination of the popula- 
tion and revenue basis would be enitable. The population 
ratio would determme the needs of provinces , while its combi- 
nation with the ratio of the total revenue raised by each 
province to the total of British India would encourage re- 
sponsibility and avoid improvidence. 

The laying down of the principle of subventions to the 
weaker provinces is to be deprecated. It may be consistent 
with a spirit of mutual help and fraternity ; but it would also 
encourage apphcations from other Units and would increase 
the clamour for the constitution of new provinces. The 
correct solution, therefore, to deal with the case of weaker 
provinces is to grant temporary accommodation with a warning 
that they must develop their resources in couTBe of time The 
method of providing relief to the deficit provinces as a perma- 
nent measure is to be deprecated ; while even as a temporary 
measure, it is better to grant rebef on tbe basis of a loan on 
favourable terms than by subventions. 

It may also be said that tbe claim of Bengal to a share of 
the export duty on jute or of Assam to the excise duty on 
kerosene oil, etc., is wrong in pnnciple and is inconsistent 
with tbe scheme of allocation of revenues between the Federal 
Centre and tbe Units Tbe recommendations of the Committee 
to empower the Federal Government to impose a surcharge 
for its own purposes on any tax levied by it for the benefit of 
the Umts and to distribute its surpluses among the latter are 
likely to meet with approval 

The fact that the States would not be subject to any 
direct taxes even for emergencies, while the provinces would 
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have to bear some obligations is Unfair to the latter. In cases 
of emergency tlicy -would like to make voluntary contributions 
to the Federal fisc instead of submitting to a levy of it by tho 
authority of tho Federal Government. This underlying 
unwillingness of the States to part with power is inconsistent 
with the essentials of Federalism There can bo no secure 
foundation for a constitution which depends upon the voluntary 
offers of any of its Units for dealing with grave emergencies. 

Paragraphs 99 and 101 are unfair to British India in which 
tho Committee recommend that British India sliould take 
its associates as they are and act upon the principle of main- 
taining the rino in non essentials as a better guide to 

policy than any amhitious ideals of equality or uniformity. 

Tjie Davidson Comiuttee 

The Davidson Committee were to examine the extent to 
ivhich the existing financial relations of the Indian States with 
the Government of India and the Crown put obstacles m the 
attainment of an ideal system of Federal Government Re- 
garding tho tributes or cash contributions paid by the States 
to British India, tho Peel Committee had pointed out that 
contributions of a feudal nature were out of place undera Federal 
constitution and that only the probability of inadequate 
Federal resources at the outset prevented them from recom- 
mending their immediate abolition. Tlio Davidson Committee, 
however, pointed out that tho “feudal analogy is often very 
remote and affords no safe criterion for determining the legiti- 
macy or otherwise of the claim for remission of tributes Only 
some of these contributions such as those which represent tho 
commutation of an obligation to render military service can 
properly be held to be o£ a feudal origin or nature. Many of 
them have no analogy to Iho feudal system as ordinarily 
understood, and others, paid under an agreement or treaty 
to the paramount power for military forces to be provided 
or for services to bo rendered by the latter, are obviously in 
important respects in direct contrast to feudalism." 

The Committee pointed out that contributions to Federal 
resources should be on a uniform basis and in tho light of this 
principle, contributions mailo by tho States whether in tho 
form of a continuing cash iiayment or a past cession of terri- 
tories, tributes and revenues stand on the same footing. The 
Committee recommended the cancellation of the assigned 
tributes even though the assignor State might not be willing 
in Its turn to cancel the tributes as between itself and its debtor. 

The Peel Committee recommended the remission of the 
excess of contribution of any State o^r five per cent, of its 
total revenues and this was endorsed by tho Davidson Com- 
mittc. This recommendation -was to take place immediately. 

F 
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With ref^ard to the remainder of the cash contributions by 
the States, it was recommended that they should disappear part 
passu with the contributions in the form of income-tax from 
the provinces to the Federal Government. With regard to 
ceded territories, the Committee opined that the net value at 
the date of the cession should be adopted as the criterion in 
making the financial adjustment. 

It was also recommended that the cession of jorisdiction 
over railway lines for administrative purposes should not bo 
exploited for fiscal purposes. In the case of civil stations in 
States, the area of foreign jurisdiction should be confined 
to the Residency itself and to the buildings under the control 
of the Resident If any civil station is retained beyond these 
limits on political grounds, the conditions of the lease should 
bo examined jieriodically. Under snch circumstances, the 
State should have a right to the surplus revenues after meeting 
the administrative expenses of the locality. 

Both the Davidson and the Peel Committees recognised 
that it would not he possible for the States to surrender internal 
land customs and therehy secure internal free trade in the 
Federal limits because of the importance of these duties as 
sources of revenues of the States. They recommended, however, 
the relaxation of the restrictions now existing upon the power 
of levying internal customs duties Their conclusions regarding 
the claims of maritime States are sound ! while their view that 
a umfomuty of burdens and benefits which should be the ideal 
of a Federal system would not be possible of achievement is in 
accordance with the views of the Percy Committee 

The net financial result of the recommendations of the 
Committee is to impose an additional burden of a crore of 
rupees annually upon the finances of the Federation which 
seems to be unfair to British India It is true that no State 
can be compelled to join the Federation against its will , but 
when once they think of joining it and do aclUaUy enter it, 
they must share its burdens and benefits 

The Committee held that Federation would be desirable 
even if their recommendations involved a substantial addition 
to the financial burdens of British India It may be remarked 
that the transfer of rcsponsibibty at the centre was made 
conditional on the estabbshraent of an All India Federation. 
The Princes cannot of course be compelled to join the Federa- 
tion against their will and as British India is eager to get 
responsibility at the centre, the States are probably asserting 
their rights ivith greater vigour than miglit be necessary The 
ideal Federation would be achieved only if the States are 
prepared to make sacrifices part passu with British India in 
•financial and other matters jast as has been done by Federal 
Units in other Federal systems 



CHAPTER XII 


Recommendations of the Joint Parliamentary 
Committee 

According to the Joint Parlumcntary Committee, the 
problem of the allocation of resources m all federations is one 
of threat difficulty in view of tho fact that two different authori- 
ties, each with independent powers, have to raise monev from 
tho same body of taxpayers The problem can be simplified 
if separate fields of taxation are allocated to the two authorities. 
Even then the revenues resulting from this division may not 
fit the financial and economic requirements of each party. 
It IS also true that these requirements do not necessarily con- 
tinue to bear a constant relation to each other and it is, of 
course, extremely difficult to devise a variable allocation of 
resources. According to the Committee, in no Federal system 
has an entirely satisfactory system of the alJocatiou of revenues 
been devised between the Federal authority and the Govern- 
ments of the Units. 

Under tho existing system in India, tho position from tho 
point of view of expenditure is that the pTovinccs have an. 
unlimited field for tho development of social services ; while m 
normal times the demands upon the centre are more or less 
constant. Tlie provinces have not had adequate means for a full 
development of social needs, “ while the centre with taxation 
at a normal level, has no greater margin than is requisite in 
view of tho vital necessity for mamtaming unimpaired both 
tho efficiency of tho defence services and the credit of the 
Government of India, which rests fundamentally upon the 
credit of India as a wliole. Centre and Provinces together.” It 
should bo pointed out that central resources m normal times are 
eap.iblo of expansion to a great extent. 

The present depression has adversely affected both the 
Centro and the Provinces, whose financial position has been 
severely strained ; while there has been an all-round increase 
in taxation. Tho Committee point out that in a few provinces 
tlio available sources of rerenu© are never likely to bo suffi- 
cient to meet reasonable expenditure, and that the existing 
division of the heads of revenue leaves the Centre with an 
undue share of those heads winch respond most readily to an 
improvement in economic conditions. For this reason tho 
provinces demand a substantial share in the taxes on income. 

The attitude of the States m the matter of direct 
taxation has given added impetus to the provincial claim for 
income-tax. If tho income-tax is retained by the Federation 
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by the Centre at present, it would be natural on the part of 
■British Indian Provincea to insist that the subjects of the 
States also should pay income-tax, a part of which should be 
made available ioi the Federal fisc ; but the States are not 
prepared for this arrangement. 

The Federal Finance Committee in 1932 had recommended 
the plan evolved at the earlier sessions of the Eonnd Table 
Conference to allot income-tax to Provinces and to meet the 
deficit at the Centre by provincial contributions, which would 
gradually be reduced over a prescribed period of years and 
would finally disappear with the development of new federal 
•sources. The Committee could not, however, foresee their 
abolition in the near luture. His Majesty’s Government, 
therefore, abandoned this scheme. - 

The Joint Parliamentary Committee pointed out that 
the Provinces should, if practicable, share m the proceeds 
•of the income-tax. The question then centres regarding the 
amount of this share. The Committee did not regard it possible 
-to atnkc a theoretically correct balance between the States and 
'British India, on the assumption that the States will not be 
subject to the federal income tax. Many factois should bo 
taken into account in this respect. There is the question of 
the pre-Federatioa debt whether it should not fall on British 
India alone, and expenditure like subsidies to tho deficit 
provinces would be for British India purposes only. Further, 
a part of the mcome-tax proceeds is obtained from subjects of 
Indian States also, t g from the holders oi Indian Govein- 
iDcnt securities, etc. The States also make a contribution in 
kind to the defence of which there is no counterpart m British 
India. The Joint Committee therefore regarded it wiser 
-to base the division upon the fioancia) and economic needs of 
-the Federation and the Units They did not think the resulting 
^iisequilibrium to bo of a serious character The Federal Centre 
cannot, however, spare adequate fresh resources for the 
provinces for some time to come barring the needs of the deficit 
areas. But it is undcsiiable to leave the provinces with no 
indication of the share which they may ultimately expect 
when the existing difficulties become less severe The Commi- 
mittec held that the transfer should be gradual to avoid 
dislocation of both Federal and proviacial budgets 

According to the ‘White Paper, taxes on income 
obtained from federal sources, * e , federal areas or emolu- 
ments of federal officers should be assigned to the Federation. 
Of the rest of the normal taxes on income except the corporation 
tax, a certain percentage was to be assigned to the provinces 
This perr eutjige was not to be less than 50 per cejit nor more 
than 75 per cent Of this sum, the Federal Government would 
retain a certain amount. latter amount was to remain 
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constant for three years and thereafter to be reduced to nil 
during the nest seven years. The Federal Government and 
Legislature -would, in addition, bo empowered to impose a 
surcharge on taxes on income for federal purposes only. This 
-power was to be exercised only m serious financial difficulties, 
when the States also would contribute to the Federal fisc. 

The Joint Parliamentary Committee did not like the 
scheme, because any alteration in the rate of income-tax would 
affect both the Centro and the Provinces though only one of 
the parties miglit like to introdnce a change. An alternative 
is to assign the yield of a given basic rate either to the Federation 
or the Provinces, the remainder going to the other, but this 
scheme would not fit well into the Indian income-tax system. 
The Joint Comrmttec with alight modifications recommended 
the IVliito Paper Scheme Tho percentage to be ultimately 
attained should be fixed as late as ^ssiblc by Order in Council ; 
but the percentage of the rest of the normal taxes to be assigned 
to tho Provinces is not expected to be higher than 50 per cent. 
It 18 not also possible to fix m advance a time table lor the 
process of transfer. The actual period? referred to above m 
the White Paper proposal should preferably be left to bo 
determined by Order in Council rather than be fixed by law. 
The proposal of the British Indian Delegation embodied in 
•their Joint llemorandum that there should be an enquiry after 
three years did not find favour with the Joint Committee and 
was rejected. The actual method of distribution of income- 
tax between the various provinces was not recommended by 
the Committee; while the solution suggested by the Percy 
■Committee for fixing an automatic basis of contribution was 
regarded as a useful line of approach to the problem. Beyond 
this, the Committee did not say anything m the matter. 

CoKronATiON Tax 

According to the projiosal of the White Paper the taxes 
on the income or capital of the companies ivere to be ratained 
by the Fcdeiation and the tax was to be extended to the States 
after ten years, a right being reserved to any State which pre- 
ferred that companies subject to the law of the State should 
not be directly taxed to pay to the Federal fisc an equiva- 
lent lump sum coutnbution. This desire of the States was 
appreciated by the Joint Committee though the details of the 
arrangement ivitli the States seem to be complex and the adop- 
tion of tlic alternative procedure was regarded economically 
undesirable. 

PKOVISCIAL StTECrTARGES 

The Wliite Paper proposed that a Provincial Tvcgislature 
should be empowered to impose a surcharge not exceedmg 12 J 
per cent, on the taxes levied on the personal income of persons 



142 PUBLIC FINANCE 

resident in the Province, and to retain the proceeds for its 
own purposes. The Joint Parliamentary Committee did wt 
favour this proposal for three reasons. Firstly, it would lead 
to difterential rates of tax on the inhabitants of diflerent 
provinces, which is undesirable ; secondly, the rates of taxes on 
incomes are likely to be high enough to make it difficult to 
increase the rate by way of snreharge ; and thirdly, this power 
to the provinces would nullify the emergency power of the 
Federation of imposing a surchaige. The advantage of the 
proposal IS that it would give a certain amount of elasticity 
to the provincial revenues, which would be desirable until the 
transfer of their share of the income-tax was completed. 

Taxes on Aoricultobai, Incomes 

In this respect the Whit© Paper proposal giving the pro- 
vinces exclusive power to impose taxes on agricultural incomes 
not subject to imcome-tai at present was approved by tho 
Ckinvmittee 

The Deficit Provinces 

Sind, Onssa, Assam and the North-West Frontier Province 
are provinces with deficits for which the Centre is to make 
contributions to enable them to balance their budgets. Sind 
18 not expected to be permanently a deficit province; while in 
the case of Orissa and Assam there is no likelihood that revenuo 
and expenditure would balance under any scheme of allocation 
of resources, present or proposed. According to Proposal 144 
of the White Paper, a fixed subvention would be granted to 
such provinces from the Federal revenues. This contribution 
is to be made a permanent and stable contribution to avoid 
the danger that the province concerned may be tempted to rely 
on expectations of extended federal assistance and may not 
thus develop its own resources The scheme was agreed to 
by tho Joint Committee. The proposal was that the Provinces 
to be assisted and the amounts of tho subvention should be 
determined after further expert enquiry which was conducted 
by Sir Otto Niemeyer. At present the North West Frontier 
Province is receiving a contributioa of 75 lakhs of rupees 
annually from the Centre, which is to continue , but the Federal 
Centre was recommended to have power to review the amount 
from time to time 

Excise and Export Duties 

In this connection the White Paper Proposal contained 
in Papagraph 137 was to empower the Federal Legislature to 
assign to Provinces and to States the whole or a part of the net 
revenues obtained from salt, federal excises and export duties 
under a scheme of distribution as the Federal Legislature might 
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detenoine. In the case of export duties on jnte and jnte pro- 
ducts, at least 50 per cent, of the net rexenne from the duty is 
to be compulsorily assigned to the producing Units. The object 
of the provision m relation to «alt doties and excises is to make 
the fmaucial scheme more elastic in the interest of future 
development, and it might facilitate the introduction of a new 
tax. The Joint Committee endorsed this proposal. In regara 
to the proposal relating to the assignment of 50 per cent, of the 
revenue from jute export duty to Bengal, the Committee held 
that the special circumstances of the province justified this 
special treatment. They did not, however, express an opinion 
in relation to a share m the proceeds of the excise duty on 
petrolenm for the benefit of Assam. 

Teriosal a-nd Other Taxes 
Proposal 138 of the White Paper lays down that the power 
to impose certain terminal and other taxes should be vested 
solely in the Federation, though the proceeds would be distri- 
buted to the provinces , bnt the Federation would have a 
right to impose a sarcha^e for federal purposes Such cases 
relate to the following items 

(1) Duties on property other than land passing on death ; 

(2) Taxes on mineral rights and on personal capital (other 
than land) ; 

(3) Terminal taxes on railway, water or air-bome goods 
and passengers, aud taxes on railway tickets and goods freight ; 

(4) Stamp duties which arc the subj’ect of legislation by 
the Indian Legislature at the date of Federation ; and 

(5) Taxes on income other than on agncifitural income 
barring taxes on the income of companies. 

This projicsal was endorsed by the Committee because of 
the necessity of securing uniformity in the rate of the tax or 
its administration. 

IXTEEKT of the U51TS IS THE FEDERAL BUDGET 

The Federal Units may share in the yield from certain 
federal taxes. This means that the Federal Budget cannot be 
the concern of the Federal Government and Legislature alone. 
In order to promote mutual consultation between the Federation 
and the Units in such cases. Proposal 140 of the White Paper 
lays down that Federal legislation upon them should require the 
prior assent of the Governor-General. This should be given 
after consultation with both the Federal ilinistry and the 
Governments of the Units. Accordmg to the Jomt Committee 
this statutory ohbgation to consult the Units might cause 
difficulties. It was. therefore, recommended that there should 
be directions to the Governor-General m his Instrument of 
Instructions to ascertain the view of the Units in the manner 
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that he thought best under the circumstances. The suggestion 
to create a special Provincial Fond to which all receipts in aid 
of Provincial revenues should go, to be administered ^or the 
benefit of the Pronnecs by the Governor-General on the advice 
of a statutory Inter-Proviiicial Council representing the 
Provincial Governments, was not favoured by the Committee. 

Financial Adjustments between the Pedehation and 
THE States 

The principles underlying the recommendations of the 
Davidson Committee in general were endorsed by the Committee. 
Any contribution paid, by a State to the Crown which was in 
excess of the value of the immunities which it enjoyed 
was recommended to be abolished gradually over fl period 
of years, corresponding to the peri^ during which it was 
proposed to defer the full assignment to the Provinces of a 
share of the taxes on income. 

Land Customs Duties Isiposed nr States 

Many States derive substantial revenues from customs 
duties levied on their frontiers on goods which enter the States 
from other parts of India. These duties are called as internal 
customs duties, but m the eases of the smaller states they 
correspond to octroi and terminal taxes more than to customs. 
In the case of the larger states the right to impose them is 
limited by treaty. Internal customs barriers are inconsistent 
with the freedom of intctchargc of a fully developed Federation 
and the Joint Committee were of the opinion that every effort 
should be made to substitute other forms of taxation for these 
internal customs duties. The change should be left to the 
discretion of the States concerned as alternative sources of 
revenue become available The Committee thought that the 
accesainn of a State to the Federation should imply its accept- 
ance of the principle that it xvould not set up a formidable 
barrier to internal free trade which might jeopardise the future 
of the Federation The Committee, therefore, endorsed 
Proposal 129 of the White Paper which empowered the 
Governor General m his discrtUon to instruct a member State 
of the Federation to secoie the fulfilment of the federal obliga- 
tions 

States' SlABimrc Customs 

The Committee favonred the principle that the maritime 
States which levy sea customs duties should be allowed to 
retain only so much of the customs duties collected by them as 
was properly attributable to dutiable goods consumed m tbeir 
awn. tmcU/icy. It tha tuealiy rlghAi sJbwi in. the. way ot thft 
attainment of this ideal and if the same were insisted upon, 
the Committee held that the question would have to he seriously 
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considered 'whether the State coaid be jidnutted to the Federal 
system. It is thus important to secure a genuine uniformity 
in the rates of customs duties levied at State ports and at the 
ports of British India respectively 

Borrowing Powers 

The provisions with regard to borrowing powers are con- 
tained m Paragraphs 14G-1J9 of the White Paper The Federal 
Government will have power to borrow for federal purposes 
upon the security of federal revenue? withm limits fixed by 
Federal Law. The trustee status of evigting India sterling 
loans M ill ho maintained and extended to future sterling federal 
loans 

The Federal Government will have the power to grant 
loans to or to guarantee loans of tho Federal Units on terms and 
conditions to bo presenhed by it. The Government of a 
Governor’s Province u iH be empowered to borrow for provincial 
purposes on tho security of provincial revenues withm limits 
which may be laid down from time to time by provincial law. 
In case tiio loan granted or guaranteed by the Federal Govern- 
ment 13 outstanding or tho loan is to be raised outside India, 
the consent of the Federal Government wull be required 

Tho Joint Committee accepted these proposals subject 
to ono niodidcation that when the loan gurautcod or granted 
by tho Federal Government was outstanding or the loan was 
raised outside India by a Federal Unit, the ultimate decision 
whether consent had been unreasonably withheld by the Federal 
Government should rest with tho Governor-General in his 
discretion. The Federal Ministry might hko to control the 
general policy of a pronneo by refusing tho application or by 
insisting upon unreasonable conditions. The Committee, there- 
fore, suggested the niodific.ation mentioned above. 


AnniTioaAL EvPEaniTURE 


The additional cost of tho scheme as given m the iJeporf 0 / 
the Joint Parliamenlanf Committee may bo summarised below ; — 
Item Cost per annum 

Rupees 


Overhead charges for provincial autonomy 
Overhead charges for Federation 
Separation of Burma., 

Subvention to Smd 
Subvention to Orissa 
Financial adjustments with States 
Subvention to F. W. F. P. 


. . f troro 
. . I croro 
. . a crores 
. . J crorc 
. . 30 lakhs 
. . 1 crorc 

. . 75 lakhs 


The total annual additional cost -wonld thus come to seven 
crores and thirty lakhs of rupees and taking into consideration 
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the subvention to other deficit provinces, it might cocie to 
about eight crores of rupees annually. The Committee, however, 
ai^ed that the addition^d expenditure due to the iepara- 
tion of Sind and Orissa would come to 10 and 25 lakhs respec- 
tively which IS already mdnded in the overhead charges referred 
to above and that the remaining expenditure would have to be 
found somehow even if these provinces were not created into 
separate units The case of Assam for an increase in its 
revenues has been recognised for some time and the subven- 
tion to the North-West Frontier Province has already been 
granted. Then the additional cost would come to about 
crores of rupees annually 

The Committee conclude that the proposed constitutional 
changes would not directly involve any new formidable financial 
hnrdens upon the tax-payers of India as a whole, but “ the 
necessity for gmog greater eleasticity to provincial resources, 
the snhventions to the deficit Provinces, and also the separation 
of Burma, will impose a further strain on the finances at the 
Centre " 

It 18 suggested in Paragraph CO of the White Paper that 
at the last possible date there should be a financial enquiry 
and the Committee endorsed this suggestion. They pointed out 
that DO expert body could say that the new constitution would 
not aggravate the financial difficulties to a dangerous extent. 
In this connection they held that Parliament must receive 
direct assurance from His Majesty’s Government at the appro- 
priate time Sir Otto Niemeyer made the enquiry and issued 
his report 

CamciSM 

The above recommendations of the Joint Parliamentary 
Committee have been embodied in the Government of India Act, 
1935. The scheme of the division of financial resources between 
the Federal Centre and the ‘Units does not seem to he fair to 
the British Indian Provinces and it is open to the following 
objections • — 

Firstly, the constitnfional advance is to involve an addi- 
tional expense of about seven crores of rupees which the Indian 
tax payer cannot bear without curtailing the most vital neces- 
saries of life The average per capita income m India is very 
low and the possibility of an additional tax thereon cannot 
certainly be contemplated with equanimity. The masses are 
groaning at present under a system of top heavy and costly 
administration, and any constitntional advance which does not 
promise a reduction m taxation cannot be m the best interests 
of the Indian masses 

i’fconSly. tlie creation of separate new provinces is altogether 
uncalled for and unnecessary This would involve addi- 
tional charges which could have been easily avoided For 
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a lonp; time to come Sind cannot bo a golf-supportinff province 
and the findings of the Sind Financial Enquiry Committee 
More ably questioned by the late Prof. Chablam and m the 
face of these facts, the constitntion of Sind into a separate 
province is altogether unjustifiable The separation of Burma 
and also the constitution of Orissa into a separate province 
slioutd not have been done 

Thirdly, the system of subventions to the deficit provinces 
is unjustifiable on economic grounds It is at the cost of the 
general tav-payer A bettei altcmatuo would have been to 
grant loans to the deficit provinces guaranteed by the Centre 
to give the advantage of low rates of interest to the former. 
These loans would have been repaid according to a scheme 
formulated in advance This would have put a check upon the 
extravagant demands for the creation of new provinces which 
could not be self-supporting 

Foutihhj, the provisions rcganltog the raising of loans by 
the provinces aro that if they borrow money outside India or 
ill the loan granted or guaranteed by the Federal Government 
is outstanding and further loans are required, the decision for 
allowing to borrow an additional sum would rest with the 
OoicrnoT’Oentral in hix discretion The decision should have 
been with the Federal Legislature and not with the Governor* 
General fit Ai*« (h'scrctioii. 

Fijthly, the provisions regarding the customs duties imposed 
by the States entering the Federation aie unsatisfactory They 
would prevent a uniformity in the rates of customs duties 
levied at State ports and at the ports of British India This 
would divert trade from the British Indian ports to the 
State ports to a great extent. Land customs duties imposed by 
States would impede internal trade of the country and would 
consequently put a check upon industrial development. Tlio 
possibility of alternative sources of taxation like the income- 
tax should have been seriously considered. 

Sixthly, the assignment of 50 per cent, of the juto export 
duty to Bengal is unjustifiable on financial and economic 
grounds. The principle of equity alao does not sanction it. 
If this principle of assignment is granted, then customs import 
duties should go to the provinces where the ports arc situated 
and excise duties should go to those provinces where the revenue 
IS raised. This principle cuts at the root of uniformity and co- 
operation and IS bound to create inter-provmcial jealousies. 

Fiiiallij, the British Indian rroviuccs and the Indian 
States entering the rcderation should bear the burden of tho 
constitutional changes in adequate proportion; but it is not 
so according to the proiisions of the Government of India Act, 
1915. Almost all tho additional expense is to fall on the British 
Indian Provinces. A portion of the income-tax is to be retained 
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"by the Federation ; bat there would be no direct taxes m the 
States subject to the control of the Federal Centre and this 
iavolves injustice to the British Indian Provinces. 

The States which like to come into the Federation must 
be prepared to share the eommon burdens to be imposed upon 
the Federating Units ; because as members of the Federation 
they would enjoy common pnvileges. As the provisions 
stand, this is not the case. Moreover, the additional burden 
of about seven crorea of ruiwes wouM make it still more difficult 
for tbe provinces to pursue the nation-huilding activities on 
an adequate scale. 

The progressive Ministry in a province would not he able 
to finance provincial schemes of economic development in an 
unfettered manner : because in some cases further borrowing 
would depend upon the Governor-General in Ttu discretion. 
The sanction of the Federal Ministry should have been quite 
enough under the eircumstances. 



CnAPTER xin 

Sir Otto Niemeyer’s Report 

Tnc further constitutional advance of the country was 
made dependent upon a satisfactory financial position of the 
Provinces and the Centre, and accordingly, Sir Otto Niemeyer 
was deputed to make this investigation According to his 
findings, the budgetary prospects of India, if given a prudent 
management of her finances, justify the view that adequate 
arrangements can be made step by step to meet the financial 
implications of the new constitution. After dealing with the 
financial position of the Provinces and the Centre, he has pro- 
posed assistance for eight out of the eleven provinces, which 
will cost the Centre about two crores of rupees annually. 
Accortling to him, " His Majesty’s Government may safely 
propose to Parliamcat that Part Three of the Government of 
India Act of 1935 should be brought into operation, a year 
hence.” 

Further, income-tax amounting to six crores of rupees 
assignable to the provinces will be rctamed by the Centro for 
tho first five years, unless the railways arc able to make a sub- 
stantial contribution. The Centre should begin relinquishing 
It gradually dunng the second five years, so that within ten 
years of provincial autonomy, the provinces may hope to enjoy 
full share from this revenue bead 

He started on the assumption that at the inauguration 
of provincial autonomy each of the provinces should be so 
equipped that it may enjoy a reasonable prospect of maintain- 
ing financial equilibrium and that the chronic state of deficit 
into which some of them have fallen should come to an end. 
His object was, therefore, to examine the existing and pros- 
pective position of the provinces in matters of finance and to 
determine the extent to which special assistance would be 
needed for that end. He also considered how far the 
Central Government would be able to render such assistance 
without jcop.irdising Us own solvency. lie also suggested to 
what extent and when it may be possible for the Centre to 
place additional resources at the disposal of the provinces out 
of the proceeds of taxes on income. Prom the provincial 
point of X icw, it is desirable to attain this end ; but the question 
IS to ik'tcrrnine an equifiaWc basis of distribution from tho 
central point of view. Ho also laid emphasis on tho para- 
mount consideration of maintaining the financial stability and 
credit of India as a whole. 
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According to him, expenditure on the Centre cannot be 
further reduced consistently with safety. Provincial expendi- 
ture could be advantageously increased as the provinces are 
in charge of nation-building departments bke sanitation, 
education, public health, agriculture, etc. In his opinion, some 
expansion may now be anticipated from the recovery of pro- 
vincial revenues not all of which are, or need be, static But 
the mam hope of the provinces for future expansion lies in the 
allocation at an early date of a share m taxes on income under 
Section 138 of the Government of India Act, 1935 

Eegarding the existing position of provincial budgets, he 
remarks that no settlement can ensure freedom from the ordi- 
nary nsk of a casual budgetary deficit to a province, whatever 
the course of its admimstration may be. He further observes 
that special assistance to certain provinces can only be given 
at the cost of the centra! revenues in whatever form it may be. 
Further, it must operate to delay pro tanio the general transfer 
to all provinces of their share of taxes on income. “ This 
consideration cannot be absent from the mind of anyone 
endeavouring to deal fairly with the whole problem and sets one 
a bmit to the amount of pnor readjustment which can reason- 
ably be admitted At the same time it is equally clear that 
some provinces are intnnsicaUy better oft than others and at 
the moment less nrgeotly in need of additional resources, and 
it 18 both fair and mevitable that a certain measure of correction 
should be appbed even if it means that the provinces which 
have been able to attain higher standards of administration 
should now to some sbgbt extent have to progress more 
slowly.” 

The United Prormces are to get Its 25 lakhs per annum 
fox the next five years and it is pointed out that while the 
ultimate future of the Province gives less cause for anxiety, its 
immediate difficulties are considerable It is recommended that 
Sind subvention should remam at Es 105 lakhs for a period of 
ten years and should then be reduced by stages after ten years. 
At the end of ten years it should dimmish by 25 lakhs a year 
for twenty years, by 40 lakbs a year for the next fire years, by 
45 lakhs a year for the next succeeding five years and thereafter 
until the whole barrage debt is repaid by 50 lakbs a year. 
iVhen the debt has been repaid in about forty years from fund- 
ing m 1942, any remaining portion of the subvention will uj any 
event cease For Orissa an annual help of approximately Rs 50 
lakhs IS recommended, and further grant is to be made by the 
Government of India to the Orissa Famine Fund so as to raise 
thetotalin the latter to the figure of 10 lakhs and for this pur- 
pose a further non-recurrent sum of Rs. 4 lakhs would be 
needed m view of the fact that Rs 5 lakhs have already been 
provided for this purpose and a contribution of Rs IJ lakhs is 
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included in the Orissa budget for 1936-37. Further, the pro- 
Tislon m the Government of India Budget 1936-37 towards 
the cost of the buildings for the headquarters of the Province, 
amounting to Its. 27i lakhs is regarded as insufficient, and a 
further sum of Its 16 lakhs at the rate of Es 3 lakhs per annum 
in each of the first fii’e years is recommended Thus the total 
help recommended to be given to Onssa comes to about Es 67 
lakhs m the first year, Rs. 53 lakhs a year in the nevt four 
years and thereafter Es. 50 lakhs a year 

Tlie measure of the assistance for Assam is to depend 
partly on the prospective revenue of the Province, allowing for 
a moderate amount of continued recovery, and partly on the 
degree to which the existing provincial deficit, about Rs 47 
lakhs in 1935-30, can be regarded as having been unavoidable. 
Allowance has further to be made for the cost of provincial 
autonomy and for certain adjustments of expenditure with the 
Centre, including the cost of Assam Eifics, hitherto mainly 
borne by the Central Government Thus Assam is to get Rs 45 
lakhs annually, and in addition, the proposal of the Central 
Government to bear Es. 7 lakhs of the cost of the remaining 
Assam forces is endorsed as an equitable arrangement by Sir 
Otto Nicracyer In view of this assistance, he does not endorse 
the special claim of the Assam Government in connection with 
the proceeds of the excise duty on Assam oil 

Since 1932 the ^’or^h•^Vest Frontier Province has been 
receuing an annual subvention of rupees one crorc and Sir Otto 
has reommended that this annual subsidy of one croro should 
be supplemented by approximately Es. 30 lakhs per annum 
and It should be fixed for a period of five years after which it 
should be subject to revision in the light of the then existing 
circumstances. By revision, he does not mean an increase, 
hut a mere review of the position is contemplated m the light 
of five years’ further financial administration 

The separation of Burma would involve a net loss to 
central revenues, anioimting to about SJ crores of rupees. 
These two items together would clearly present a budgetary 
problem of some magnitude, if they had to be faced at one 
blow m 19.17-38, But acconling to Sir Otto they need present 
no special difficulty in view of the possibility of expansion in 
central resources, which he anticipates with confidence. 
Owing to the Reserve Fund of about Rs 2 crores, constituted 
out of the anticipated siirjilus of the year 1915-36, he docs not 
see any reason why the grantof these additional resources to the 
provinces sliouifi not commence in 1937-38. Ifc further re- 
marks that the scope m the next five years for relaxation of 
revenue burdens is likely to be extremely small unless economic 
improvement takes place at a rate well in excess of what can 
now safely bo assumed. 
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JUTE Expoet Duty 

Sir Otto does not agree Trith the argnment that the inci- 
dence of the jnte export dnty falls wholly on the producer, 
because no statLstical proof of this contention has been pro- 
duced Eren if it could be prodaccd for a specific date, it 
•would not bold good in all drcnm'rtances of a changing market. 
Further, no source of reTenne can in any country be denred 
equally from all parts of the country abke, rich and poor, 
industnal and agncultural He, therefore, concludes that m so 
far as a claim may be pnt forward on the ground that the 
taxable capacity of Bengal is limited by the mcidence of this 
dutj, that 18 a claim not so moefa to this particnlar duty as to 
the financial assistance generally. It is part in fact of the case 
for a share m taxes on income or for such prior special treat- 
ment as It is the object of his recommendations to ensure 

It may be said that hcs conclusion in this respect ls econo- 
mically sound. A tax by itt rery definition ii a compuUory 
coninbutiem letted upon the membert oj a etaie tcUhout inrelrin^ 
any quip PBO QUO. Bengal or for the matter of that no pro- 
Tince caa have a special claim for an exclusive allotment of 
the proceeds of a tax raised within its borders Farther, 
whatever vabdity there may be in the argnment has already 
been met by the sarrender to the provinces concerned of 50 
per cent of the net prodace of the duty. But Sir Otto has 
recommended that the percentage sbonld be increased to 62^ 
per cent on the estimated gross yield of the duty in 1930-37 
atBs 330 lakhs. This would mean m roond figures the foUow- 
mg additions to the resonrees of the provinces concerned at a 
corresponding cost to the Central Government : Bengal Bs. 42 
lakhs, Bihar Bs. lakhs, Assam Bs lakhs, Onssa rather 
over Es J lakh. 

It may be mentioned at this stage that the United Pro- 
Tinees have not been given that consideration which is their 
dne The Government have resorted to special taxation 
measures and to retrenchment and etiil there is a deficit budget 
which does not augur well for the fntare of the Province. In the 
matter of literacy our province is far behind others and there is 
a great scope and necessity too, for an expansion of the natioa- 
bmlding departments, if prospenty is to be secured for the 
people. Thus the C P. deserves more help than has been 
recommended to the Provmce. 

He farther makes two observations in connection with 
taxation measures. He say®, “ I wi.«h to add two comments 
on these recommendations After the abolition of tax on the 
smaller incomes and the two successive reductions m the rates 
imposed in 1931 the rates of income-tax and super-tax m India, 
especially on the higher incomes, are by no means excessive. 
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Tlie gpncral scheme of Indian taxation (Central and Provincial) 
operates to relieve the wealthier commercial classes to an 
extent tvJjicJj is iiniisua} in taxation schemes and there ivoiild 
he no justifiable ground of complaint if a slight correction of 
this anomaly were maintained The assignment of taxes on 
income is the mam method of assisting provincial finances 
contemplated by the Government of India Act and, if the 
remaining surcharge were maintained, it would mafcnaliy 
contribute to the early receipt by the provinces of additional 
resources " 

Portion op IlAtiwiTs 

The early establishment of effective co-ordination between 
the various modes of transport and the thoroughgoing over- 
haul of railway evponditorc in itself are considered to bo the 
vital elements in the whole provincial problem Each pro- 
vince advocates the basis of a division, population, residence 
etc , which gives it the lai^cst net dividend Sir Otto does not 
regard any of tho proposed bases as having any particular 
sciontillc validity They do not satisfy m any appreciable 
degree the ideal, but practically nnasccrtainable, test of tho 
capacity to pay. The mere accident of place of collection is 
an unsuitable guide The residence of the individual too, 
though It may be a convenient dividing line for avoiding 
double taxation between separate pobtical units, is not in 
itself ft very scientific criterion, particularly in a Federation. 
Finally, c^cn supposing it were practicable to ascertain to 
what part of India particular fractions of income, and there- 
fore the incidence of the taxation burden properly adhere, it 
is still arguable (hat m a Federation otlier considerations also 
are involved, particularly if the benefits and incidence of other 
forms of common taxation arc unequally divided as between 
the various partners. 

It may thus be said that three forms of assistance to tho 
provinces have been suggested: cash subventions, debt cancel- 
lation and the distribution of further 12J per cent, of the jute 
tax. In the cases of Bengal, Bihar, Assam, the >>.W. F. P. 
and Ori««a, the entire net debt is to be cancelled ; while in the 
case of tho C. P. all pre-193r» deficit debt, phis approximately 
Its. 2 crores of the prc-1921 debt is to be cancelled. Cash 
subventions have been recommended for all provinces except 
for Madras, Bombay and the Punjab. The reason given is that 
Madras benefits immediately to the extent of Its. 20 lahhs 
through thesep.nration of Ganjam district, and Bombay likewise 
benefits to the extent of Bs. 90 lakhs through the separation 
of Smd, and on the merits of the case the Ihinjab benefited 
long ago when ihs deficit districts of the frontier were constituted 
into a separate province. On merits, Sir Otto does not uphold 
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the clam o£ Bengal to th© whole ol the jute export duty and 
proposes the enhancement of Bengal’s share merely as a most 
convenient method of pving rebel. 

His findmgs are based on the consideration “ that the 
expenditure at the Centre cannot be expected consistently 
with safety to decrease much below the point to which it has 
now been redneed” This has, however, been the pivotal 
point of dispute and Indian businessmen and economists have 
laid emphasis on a proper rationalisation of the central expendi- 
ture with a view to reduce same on items like the Army, the 
Civil Services, etc., so that the same may be m keeping with 
the economic standards of the people of the country, consist- 
ently uith cfRciency 

A thorongh overhaubng of railway expenditure too has 
been recommended as a vital clement in the whole provincial 
problem He does not suggest any increase in the railway 
rates and fares Indeed, the railway finances appear to he the 
crux of the problem m detemiinmg the speed of relief to the 
provinces Taking the worst view, if the railways arc unable 
to meet the deficit out of their own reserves and have to b© 
subsidised from the Central Budget, the entire fioancial struc- 
ture of the new constitution is liable to be completely upset. 
If the railways are able to pay their way, the Niemeycr schema 
of help to the provinces would stand , otherwise the proposed 
devolution of income-tax share to the provinces during the 
second five year period may have to he mterrupted by the 
Governor-General suspending the operation of the scheme 
owing to fall in other revenues not made good by contributions 
from the railways 

The Beport suggests the retention of the remaining sur- 
charge on income and euper-tax as a permanent feature of 
taxation system in the country. Aa increase in or a high level 
of taxation is in itseU absolutely no indication of its bnxden 
on production and distribution The distribution of the 
burden of taxation would depend upon the ways of spending 
the revenue If they are spent on nation-budding depart- 
ments and if they provide increased opportumties of employ- 
ment to people, they are economically justifiable , otherwise 
perhaps they are not According to Prof Marshall, “a slight 
and temporary check to the accuroulation of material wealth 
need not necessanly be an evil even from economic point of 
view, if, being made quietly and without disturbance, it pro- 
vided better opportunities for the great mass of the people, 
increased their efficiency and developed in them sneh 
liabits of self-respect as to result in the growth of a much 
better race of producers in the next generation.” Judged 
from this test, the high levd of taxation would be 
very burdensome to the bosineasmen and producers. There 



S/R OTTO NIEMEYEirS REPORT 155 

13 to be no relief in the military and civil expenditure 
and the new constitution would not confer any economic 
advantages upon the masses. Provincial and Federal Slinistera, 
perhaps, would not be in a position to formulate schemes of 
economic development as they would not have a free scope to 
do 60. Under such circumstances, economists and business- 
men cannot afford to be enthusiastic over the retention of the 
existing high level of taxation. 



CHAPTER Xir 
Indian Public Debt 

The RuTjject of onr external obligations is of speeial signi- 
ficance for two reasons- Firstly, it is rery closely connected 
with India s economic position and has an important bearing 
upon her fntnre economic development. Considerations of 
national economic autonomy require that the nation should 
ha^e no external obligations which may act as a dead weight 
on Its economic progress, f^condly, the future constitntioa 
of the conntry should be based upon a just and workable 
understanding regarding foreign obligations India will redeem 
every pie of her foreign obUgations and repudiation is abso- 
lutely ont of the question , but what is necessary is that there 
should be a fair and equitable settlement of these debts just 
to set il any items have been wrongly debited to the Indian. 
Exchequer A settlement of these questions mil necessitate 
the densmg of ways and meda.s for meeting these ohligatious- 

Onr external obligations may be dinded into four sections : 
firstly, debts which India owes to foreigners on account of 
goremment borrowings; secoodly. Home Charges, repre- 
sented by interest on foreign loans and expenditure on account 
ol the civil and military eemtes; thirdly, debts of semi- 
jiubhc bodies like the municijial end jwrt trust authorities ; 
ami fourthly, India's liabilities on account of foreign com- 
mercial mresfinents m the country 

The burden of these various obligations on India, on her 
revenues and consequently on her economic conditions is very 
great, ti^en the balance of trade u unfavourable to India, 
these obligation* have to be met by borrowing money. This 
state of ailairs is detrimental to the economic stabihty of the 
country and \t points to the imperative necessity of reducing 
the burden of these obbgations. 

The nature and origin of our public debt may now be 
examined with a view to find ont its bearing on the economic 
po'ition of our conntry and to suggest measures how best 
these obbgations can be redeemed fo that they may not entail 
a heavy burden 

These debts originated with the East India Company, who 
borrowed money whenever the revenues were insufficient to 
meet their demands. The Company's debt stood at _ £7 
milhon in 1792 ; but it had risen to nearly 60 million pounds 
just before tile ilgtiny because of Wars and conquests. The 
Mutiny was responsible for laismg the deht still higher, and 
the w hole cost of suppressing It was borne by India, so th at 
b v 1 &60 the public debt stood^t _tlQ0 juilUon. _ 

Crown took over tlie Government oMhe connlryjjf3^9,froni f 
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tlic Company, .tl>e f o rm er also a'lsumcil the responsibility of 
tiie >vlioIe of the debt of the Company amd also paid £72 mill- 
ion for tJu' capital albek of tho East India Company, yar, ' 
famine and exchalfRo were responsible for augmenting the 
public «lebt of India between 18 GO an d 1000. 

From tho year 1800 there has been a steady incrcasQ in 
India’s productive or public worts debt, bocansc the Govern* 
ment adopted the jiohcy/of borrowing for constnictiDK pro- 
ductive Works like railw'ays and irnga^n works The interest 
on Public Works Debt was charged to a separate Railway and 
Irrigation Account, and the interest on the ordinary debt 
(as the unproduotiTP debt began to be described after 1870) 
was cliarged under the general heailmg of debt. The Public 
Works iJebt increased wlicn the Government bad to borrow' 
for purchasing some of the raiiways from the Companies or 
for making advances to them for capita! account 

Tlic total public debt of India stood at 510 crores m 1014, 
liut it rose to 113<' crores in 1070. The following table shows 
the position m this connection' - 
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Causds of iNcnnAsc 

Th" sterling debt of the Government of India was alwiifc 
£l20 tnilhon In 1900, and £217 million in 1011; while it grew 


» The Ind/un IVnr-Booll. 1031-35, pp. 871-872. 
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tip to £363 million by 1930 and to £383*70 by 1934. Tbe 
increase in tbe debt in tbia centniy has been due to the con- 
struction of new or tbe purchase of old State Guaranteed 
Hallways. The Tilackay Comimttee of 1907 recommended 
that £l2i million should be spent annually on railway con* 
stnietion whereas before that the GoTemment of India had 
never borrowed more than £3 million in any year. The result 
■was that heavtet loans weto raised during the three years 
1907-1910 at a higher rate of mterest- Daring the nine years 
from 1921-22 to 1929-30, no less than £93^ miUion worth of 
open market loans ■were raised m London , but this does not 
completely explain the heavy post-War sterling borroamgs. 
In 1924 and 1925 respectively the State took over the manage- 
ment of the E I. E and the O. I. P which added £22 million 
to the Indian debt on account of the debenture liabilities of 
these companies 

The Government’s sterling ohligatioos have also increased 
on account of book debits made m respect of railway annuities. 
In accordance with the undertaking of the Government to buy 
out certain Company-owned railways, the purchase price of 
these lines has been distributed over a period of years in annual 
instalments The actual appearance of the liability as a 
ateihng liability began from 1924-25*, although jt was in 
existence a long time before its actual appearance. 

The War was also responsible for increasing our foreign 
obligations to the extent of £100 million, which was a gift 
made by India to Britain for tbe prosecution of the War. 

There are external rupee obligations also. Eupee loans 
are not necessarily internal obbgations They are caUed rupee 
loans merely because they arc raised in India m rupees and 
the interest and principal are payable in rupees. It cannot 
be supposed that they are held exclusively by Indians Some 
portion of these loans is bold by British investors who live 
in England and to whom interest has to be remitted. This 
could have been excluded from consideration if a corresponding 
amount of our sterling obligations had been held by Indians, 
which is not the case 

Another important feature of India’s post-War sterling 
borrowings has been the high rates of mterest paid in many 
cases. They were even high®*" than those offered for rupee 
loans in India during tbe same years. In 1921-22, the £7J 
million loan was issued at par at 7 per cent ; whereas in India 
in the same year 49 crores were borrowed at par at 6 per cent. 
A major portion of the post-War sterling loans was raised on 
higher terms than those offered in India for rupee loans. 
During this penod India had become a much cheaper market 
than London for raising loans for the Government of India. 
The difference in the interest rates would be still wider if we 
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(onsulcr the fact that ^\liilc the interest paid on sterlinR debt 
held in nngland is exempt from Indian income-fax, tlic interest 
on rupee loans is liable to it. 

In addition to these capital oblii^ations, India has also 
current ohlipations, gome of which ate due to capital ohlijra- 
tions. The Jlome Charges indndc interest on our productive 
debts, on unproductive debts, and payments for services, eivil 
and military, ^^hleh India has accepted. These charges have 
also increased from Its. 30-46 erores ml91.'i-14 to thcmaximuin 
of I>8 40-52 crores in 1922-23 They declined to Its 30-87 
croros in 1923-20 to mark a further rise tliercaffor; siliile m 
1932-33 they amounted to 135-3 million, or nearly 44 crores 
of nipws. Tl(c eijstenre of these charges implies the e.xistence 
of the dead weight debt on our revenues. 

A small part of India « sterling obligations consists of 
loans raised by the ^Iimmpal Corporations of the Presidency 
towns and Port Trusts The total amount of these obligations 
svas £13 million m 1929 

I'otinoN PnuATr. Inpustrui, Ikststmknts in India 

Ildiable figures relating to the estimatis of foreign private 
insestments m India arc not available and they arc thus 
necessarily approximate. At the end of the year 1929-30 tlio 
total foreign industrial and commercial investments wero 
valued at i'lO million. This amount represents the paid-up 
capital of joint-stock companies registered outside India but 
siorking hero. Tins figure is evidently wrong if the entire 
paid-up capital of these companies has been consulered as 
insesled in India, because it is not employed in India in its 
entirety. The capital of companies registered elsewhere hut 
working excluaivtly in India may lie taken afl invested in India 
though in their cases a!«o, a portion must he employed at the 
Head Office. Then there is the case of companies with huge 
paid-up capital whoso operations in India form only a small 
part of their artiMties, e.y.. o eoneorn like the Imperial Chemical 
industries. Ilijdontly, it would bo wrong to include its entire 
paid-up capital in the figures of foreign investments m India 
or any part ol it except what is employed m its Indian business. 
As these concenis are not required l»j law to frame a sep-arato 
balance-sheet of Indian husiness, it is difficult to understand 
liow the figures given in the Statistical Abstract Iiasc been 
arrived at. 

On the other hand, the paid-up capital of lorcimt concerns, 
working exclusively m India, may not represent the total 
amount of capital omplojesl by them. A part of their Indian 
insestments may base lioen raised as loans and if they are not 
Ineludcd in the figures of imestinents, our foredgn obligations 
haie to tiiat extent been nnder-ratid. rurthcr. a part ol the 
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capital of foreij^ companies may be held by Indians and non- 
Indians may hare large interests in Indian companies as in 
the ease of jute mills, tea and cement concerns 

Thus there is the inadequacy of statistics and it is 
necessary that 'u-c must have more accurate and comprehensive 
figures The Government should devote particular attention 
to the correct estimate of India’s foreign obligations of every 
class, and a separate section of their Annual Statistical 
Abstract sbould be devotcil to the subject. To have a correct 
estimate of the amount of foreign capital invested m India, 
foreign concerns vorting in the country should be obliged to 
submit returns m a prescribed form, furnishing all the 
necessary information This should apply to all foreign 
concerns, whether individual, partnership or joint-stock. 
Such returns are obligatory m many other foreign countries 
and, therefore, this obligation would not be unusual 

In their economic implications these foreign commercial 
investments in India stand on a somewhat different footing 
as compared with oar national debt Firstly, we have not 
to pay any fixed interest on them and if they have earned a 
profit, It will be remitted abroad. Tbos they do not represent 
a fixed charge upon this country unbke the debt obligations 
of the Government Secondly, in times of depression when 
it is didicult for the Government to meet her fixed foreign 
obligations, the burden of these variable obligations corres- 
pondingly diminisbcs. In such times, these investments 
may even be sold out and transferred to more profitable fields 
abroad. But they are an important obligation, and the transfer 
of the original amounts and their profits exert a strong influ- 
ence upon exchange. 

The total annual cbaiges on our total foreign obligations . 
come to Its. 100 crores and it is thus necessary that India 
should have a constant visible balance of trade at least large 
enough to meet them, failing which sbo would have to export 
gold or borrow more in foreign markets. The following table 
shows the actual position of oui trade* ; — 

Eb. 

1925-26 .. .. .. 109-00 crores 

1927- 28 .. .. .. 49-78 crores 

1928- 29 .. .. .. 52-11 crores 

1929- 30 .. .. ..52-78 crores 

1930- 31 .. .. 37-62 crores 

1931- 32 .. .. .. 90-48 crores 

1932- 33 .. . .. 68-00 crores 


* The Indian Year-Book, 1834-35, p. Oil ; also see X. H. Sarker, 
The External Obliyatione nj India, p. 11. 
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TIiorc fiK'ircs, bminff those oi 1025-20, show that India 
is tinable to meet her recuiriDp annual obligations without 
dra\\inc upon licr gold resources Vrom the finaneial point 
of Men the tonntry has not been paying her nay. This is 
indeed a Kra\c state of affairs, for, ifne are unable to meet 
our recurring annual obligations, the poRsibihty of reducing 
our foreign capital obligations mar bi* impoasiblo of aelncve- 
ment nithoiit deliberate efforts either to mircf-se our trade 
balance or to redu<*' prognrsmly otir foreign toinmUnu.nt8. 

TfrifK iNctDLVcn and CrnrcTs 

The (fficts of these obligations maj non be considered 
riie niost direct and immediate effect is upon the Rudget and 
upon the finances of the GorcTiiment Interest payments 
and otiier < iiargi's are to be met out of our rcienues and fhcir 
burden is fairlv heav\ In 19*12-55, a sum of fortv-four crorcs 
of rupees was roquiml to meet the expenses connected with 
these obligations It means that rbout one third of our 
rcienuos is n quirt'd to meet the* foreign interest payments, 
pensions, etc It is true that a large part of it is interest on 
capital raised abroad for more or less productive purposes. 
Still at times they can prove very embarrassing. 

The bunion of those foreign obligations has been enhanced 
on account of a rise m the value of money or ouing to a fall In 
prices This has diminished the proQt earning capacity of 
the assets which correspond to these debts, and India has 
bein finding it exceedingly difhcult to meet the charges with* 
out imposing a very heavy strain upon her resources. In 
other countries, negotiations arc going on between the debtor 
and the creditor nations for a reconsideration of the debt 
question India's case for revision is still stronger, for countries 
like Ihigland acquire flic necessary foreign balance by the 
export of manufactured goods, whereas India mainly depends 
upon the exports of raw produce, whose prices have fallen to 
a much greater extent than those of the manufactured goods. 

IlfFrcrs Upon IlxcuA>nF. 

The external obligations of India also exert a considerable 
influinco upon exchange The Government makes provision 
for them at some fixed rate of exchange and in order that 
tluir estimates may not be falsified, they have to do cverj' 
thing possible to maiiitain that rate of exchange. Kven if 
<-conoinic conditions alter the situation to such an extent that 
the rate cannot he niimtaincd, the Government persist in 
rnamtainifig it as far as they can. Thus these foreign obliga- 
tions are exerting a great cleal of infiucnco indirectly upon 
our inteni.'il price Ici el through the rate of exchaegc. Prob- 
ably a large part of our recent economic trouble can be traced 

6 
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to this sonrce. In order that in a period of depression a smaller 
rcTenne may meet the eame obligations, the GoTermnent 
wonld be naturally inclined to raise the ralue of money in. 
order to raise the rupee exchange. Bnt a rise in the exchange 
value of the rupee checks exports and stimulates imports, 
vhich impedes our indnstnal development and reduces the 
balance of trade ont of which these obligations must be met. 
Thus the very method appbed by Government to lighten the 
burden of the payments npon the Indian Exchequer has the 
effect of redncmg onr trade balance. 

Peoblejis rt Eiteenai, Capitai, 

Foreign capital raises important problems. The first 
question is whether foreign capital should be allowed to come 
freely mto the country tmder the control and management of 
foreigners in the form of investment capital If the answer 
be in the negative, what restrictions should he imposed there- 
on ? It is now an economic truism that foreign capital m the 
form of loans to be used for productive purposes either by 
Government or for commercial and indnstnal investments by 
nationals is an imperative necessity to develop the economic 
resources of a bacl^ard country. In this case the borrowers 
judge whether the capital is available on reasonable terms and 
conditions. Such transactions ate to be distinguished from the 
import of foreign capital under foreign enterprise. The cn- 
controUed influx of foreign capital into a country confers 
senous disadvantages npon (be economic and pobtical inde* 
pendence of a country. It becomes a question of tune only 
as to when foreign investments shonld modify the foreign 
policy of a particular coontry. To give a concrete example, 
the Sino-Japanese troubles are due to the economic mterests of 
Japan in China Fgypt has also been m such a situation and 
the political troubles there regarding tbe Sudan question and 
the rights over tbe Xile waters are to be attributed to the 
inspiration of eommeicial Tested interests The Lssues arising 
out of commercial and financial safeguards m tbe case of India 
may be traced to the same source In fine, ahercTer foreign 
capital has been allowed freely into a country, mtemational 
financial difficulties have come mto existence. 

Fiscal pBOTEcno> 

Foreign obbgations involve a disadvantage to India in 
the matter of tariff pobcy. India u now committed to a pobcy 
of protectmg her infant industries. When restnctions are 
imposed upon the free entry of foreign goods, they are inentable 
on the entry of foreign capital also; otheniise foreigners 
would export their capital and run their own enterprises in 
India This would be a grave menace to Indian-owned enter- 
prises as the foreign enterprises would get the advantage of 
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the Inflian tanft and compete witli Indian concerns It 
inij:ht be said tliat foreign capital would Rive employraent to 
Indians ; but tins ould not be ultimately to the advantage of 
India as it would turn Indians from consumers of foreign goods 
to emiiloycrs of foreign capital. The object of the policy of 
protection is to develop India s resources with Indian capital 
and for the benctit of Indians When protection involves 
sacnlice, it is neeissarj that as far as possible the benefits of 
these sacnlites should aUo be seciircKl for Indians If foreign- 
ers want to fake adiant.ageof the protected market of a country, 
It should he on terms h\ed b> the nationals, who have to bear 
the burden of proteition * It i3 one of the first postulates of 
national economy followed in practuo by manj of the advanced 
countries that in a protuted market foreign capital cannot 
h.i\e ahsoliite freedom, for that would dostros the significance 
of protection In India, however, this principle docs not 
seem to have print ipalh dettrmmed the polity of the Govern- 
ment, presumahlj owing lo the poiverfnl opposition of vested 
inten Sts 

Ifrngr'ftvo these OoLro^TIO^'? 

An important issue m relation to tlicsc obligations is 
vilietlior they should be repaid or the jiayment of interest 
alionhl continue The debts of a prodnetno nature may not 
require an urgent repayment , but in response to canons of 
prudent public finance all unproductive debts must be ulti- 
mately evtinguished Hvery nation must have a defimto 
plan even to reduce productive debts. This is necessary for 
two reasons Tirstly, the nccunmlation of current revenue 
surplus should he devoted either to reduce the ctisting obliga- 
tions or to avoid flic inen'a ''0 of these obligations m the future. 
The principles guiding the finances of commercial corporations 
should as far as possible apply to the problems of public 
finance. The accumulation of public debts means a burden 
on national finances and imposes a strain on the future genera- 
tions of fax payors It .al-o depnvos ofbor national services 
of their share of help from the national budget. 

Another inii>ort.int ronMdemtion requiring the redemption 
of delit IS the maintenance of the credit of a State In modern 
limes, constant borrowing on the part of Governments has 
beeome an imperative necessity. Provision for debt redemp- 
tion is, therefore, nbsolnlely essential to avoid a crushing 
debt burden and to f.icdil.ite borrowing at reasonable rates of 
interest in the future We cannot go on borrowing liiger 
fiuns of money year after j ear without impairing the national 
credit. The fact that modem states are constant borrowers 
makes it nccissary that they must have a set plan of repay- 
ment. The jieriod of repayment may he longer or shorter 
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according to the nature of the assets created by the debt ; 
but a planned repayment is absolutely indispensable. 

A perusal of the methods of debt redemption that existed 
in India some time back may be made in a cursory manner to 
pave the way to describe the improved provision recently 
made Formerly, there were three methods for debt redemp- 
tion Firstly, a portion of the capital invested in State rail- 
ways was repaid with railway annuities and sinking funds that 
were accumulated out of railway earmngs Secondly, a part 
of the annual Famine Insurance gyant of one million sterling 
was also used for reducing debt Thirdly, before the War, 
in prosperous budget years, at tunes surpluses were utilised m 
writing down the unproductive portion of the Indian public 
debt These methods were not, however, systematically 
followed as they did not form a part of a dehberate policy of 
debt redemption. Further, m the post-War penod, the re- 
current budget deficits stopped even these attempts at debt 
redemption. 

The ScHEiiE OF SiE Basil Blackett 

It was Sir Basil Blackett who formulated a systematic 
policy of debt redemption in India. He laid down a compre- 
hensive scheme In 1924 for co-ordinating and regnlansing the 
existing provisions for debt redemption into one general Sink- 
ing Fund to redace the Indian public debt. He suggested 89 
years as the penod of redemption and the scheme was in the 
first instance applied to the quioquenmal 1925-2C to 1929-30. 
It was estimated that a sum of nearly £2 million or 298 lakhs 
of rupees would be required for reducing or avoiding the debt 
m England This arrangement eased conditions m the money 
market and the Government almost immediately got more 
favonrahle terms for conversion and re-borrowing A large 
part of the War and post-War debts was converted into lower- 
rated loans, which impLcd considerable savings on interest 
charges. The nse in the exchange rate after 1922-23 also 
had the effect of reducing the amount of rupees that we had 
to pay on sterling obhgations by way of interest 
Defects op the Scheme 

The scheme has certain defects from the financial point of 
view. Firstly, no part of the Sinking Fund was kept m London 
to buy up our sterling secnnties in the event of a fall m their 
prices. The range of prices of India's sterling securities is 
lower in London than in India and, therefore, this omission 
13 rather surpnsing For this purpose, Anstraha and South 
Afnca maintain a part of their sinking funds m London. 
Another defect is the lack of a cumulative character of the 
sinking fond. The scheme docs not provide for the invest- 
ment and re-investment at a compound rate of interest, and 
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tlins it win not appreciablj' a<swt in rcclucinq: tho total amount 
of our public debt ; because it can only bo taken as a contribu- 
tion towards capital cxppnditnre from reionues. Both 
iVustraba and South Africa maintain ciinmlatirc sinking funds. 

A comproliensiTo ami carefully planned National Debt 
Kedomption Fund should be devised to reduce India's external 
olilisations It IS necessary to hare two separate redemption, 
funds for extinfjiushmg our external and internal obligations. 
Tlie basie principles of those two funds would be identical* 
but the annual amounts to he provided, their location and 
management would be Rororned by dilTerent considerations. 

In certain years jt may not be possible to make provision 
for both funds In those eases, provision should be made for 
the Forrign Debt Bodemption Fund , and in fact, contributions 
to this Fund should be made oblijjatory, so that no Finance 
Minister mav avoid setting aside a certain amount for the 
repayment of our foreign obligations. “ Methods of easy 
tinanoe should not he .illowed to interfere svith the repayment of 
our national obligations It ought to be clear to all students 
of public debt that any considerable reduction could only bo 
nccotnphshed by (ho introduction of a fixed minimum budgetary 
provision for debt re<lemption ’* 

This task may bo eiitnistod to some kind of statutory 
body ns m Franco and tiMUith Africa, which may bo called 
“Tho National Debt Commission”. It would be the duty of 
this body to use tho fund for tho purpose and for the caneol- 
hation of old securities or for investment m new loans. Tho 
Commission would fix up periods for tho redemption of debts, 
of different kinds and they would arrange for mtcrest and 
sinking fund to come from the various borrowing bodies and 
proiiiie for tho yearly mluction of oi;r unpnxluctire debt out 
of the general rcseniics of the Central Government 

The existing Bnilwny Depreciation and Besorve Funds can 
also be put to a better use to reduce our foreign obligations. 
Tho object of tho Depreciation IMnd is to provide for tho 
replacement of w.asting assets; while the I’eserve Fund aims 
at making provision for rontnbutions to the general revenues 
and for wnting off capital These funds arc invested on behalf 
of the railways, but their interest is croilited to railway revenues. 
.Vs a matter of principle, siirb investments should bo permitted 
to accumulate at compimnd interest and tlieir annua! interest 
should not bo creilited to the railway revenue account. 

roSSlnlLITT OF COWCRSIOV 

In (3se the immediate repayment of our external obliga- 
tions or their redemption within a reasonably short time is 
found diflicult, tho jiossibility of their conversion into internal 
loans should W considcrcil. With the proceeds of the nipee 
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loans, our sterling obligations can be met. The provision of 
Bebt Redemption or Sinking Fnnd and the conversion scheme 
should go side by side. The advantages of conversion will be 
lower interest rates and the income to Government through 
taxation of interest on rapeo loans. 

The policy of conversion of sterling obligations of higher 
rates of interest into those of lower rates should be seriously 
considered : because a laige part of our sterling borrowings 
was made at very high rates of interest. A systematic pro- 
gramme should bo laid down in this connection 

The annual obligations of the Government or the Homo 
Charges have been expandmg and considerations of sound 
finance necessitate their gradual reduction, because they do 
not bnng m any commensurate rctnrn, but have got to be paid 
off m the same way as productive debts. Relief is also needed 
in regard to the civil and military charges ; and there is parti- 
cular scope in this direction This also calls for a systematically 
planned and well conceived scheme. 

In this connection Britain and India might come to terms 
■with particular reference to pension charges. India may pay 
to Britain an agreed amount in settlement of pension charges 
after nhich the Liability to meet them would devolve upon 
Britam or we can agree to pay her a fixed annuity for some 
years in consideration of her undertaking to assume liability 
for the charges on account of pensions and salaries India 
should have the option of commuting the remaining annuities 
into a capital sum whenever she is in a position to do so This 
would necessitate a progressively accelerated reduction m 
foreign recruitment for Indian services and its ultimate 
extinction 

COMMEKClAL I.VVESTUCNTS 

The foreign commercial investments have certain problems 
peculiar to themselves They difter from Government debts 
inasmuch as the claim of the investor in the case of the public 
debt is on the nation as a whole, whereas in the other case 
it is on the individual borrowers or private compames which 
have contracted these loans These loans may be either 
under foreign management or they may have been borrowed 
by Indians and invested m bnsmess The amount of the 
latter class is very small as compared with that of the former, 
but it is likely to increase in the future They are, however, 
similar to public debts, because the payments for them have 
to be found by India m the form of goods and services and 
the transfer of these values has effects upon the balance of 
ysaymente, upon exchange and upou the growth ot uatvaual 
wealth. They necessitate some scheme of regulation and 
control. It should be seen that the investment of foreign 
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funds by nationals is in prodoctiTC enterprises and does not 
add to our dead-si eight debt; while m the case of funds 
brought by the foreigners themselves and invested here, ways 
and means should be denswl for their redaction and for their 
further stoppage 

It 13 clear that they cannot be completely prohibited. 
But certain basic industries like mining, coastal shipping, 
plantation, c tc . can be reserved to the nationals of the country, 
thus iniohing a curtailment of the scope of foreign capital 
mvestmints in certain directions 

On (cononiic grounds foreign industrial enterprises should 
be exciuiied from the benefit of direct State bounties or subsi- 
dies . otherwise it iiould m<an the handing over of Indian 
tax-pa\rrs monev to foreign investors Foreign onterpnscs 
inteniling to set up business in Indu to take advantage of a 
proteUid market should be ngidly controlled If foreign in- 
testers «a»t to benefit from a policy of protection in India, 
It must be upon terms acceptable to Indians Foreign in- 
vestment m protected industries should bo subject to certain 
restrictions, those for instance, nlucli were laid down by the 
Bitemal Capital Committee. But unfortunately such rcstno* 
tlons do not find an adei^uate place jo the GovoromeDt of India, 
Act of 103'^ 

There IS one important aspect of our borrowing policy 
to which Attention may bo drann at this stage. There is the 
identity of the agent of the lionrower with that of the lender 
and this position is very anomalous indeed This has been 
responsible for suspicion among Indians that the loans m 
Bugland have not been obtaineil on terms favourable to Indians 
and that interest rates have l>ecn excessive and the proceeds 
of the loans base been utilised for purchasing British materials 
whoso prices have not always been scrutinised as carefully 
as if Britain svero buying for herself. At times loans have 
been raised not because tlio funds were needed but merely 
because of exigencies of exchange or the dilTlcnlty of making 
n-mittancos.* 

C0^CLV8^0^• 

The external obligations as shown above exert isc strong 
infiiionces upon our economic conditions in various ways. 
They impose a heavy burden upon the fmaiiecs of the country 
and eonsiquently upon the tii-payer. Tliey materially 
determine the balance and direction of our foreign trade and 
also influence the rate of exchange and the let el of prices 
within the country. They have also been responsible for tho 
cn-ation of vested interests who stand in the way of India's 
economic frotslom. Thc«e obligations must, therefore, be 

* N. B. .‘^Arkcf, Tht Ez\tma\ Ohti^Uont of India, pp. 21, 23. 
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redeemed as early fts possible FnrtHer borrowing must be 
curtailed considerably and stopped unless it be absolutely 
essential Current cbai^os thereon can be reduced by availing 
of easier money conditions to effect conversion and also by 
converting sterling loans into internal rupee loans whenever 
circumstances are favourable for this course Foreign re- 
cruitment for the servieea should be stopped to reduce 
expenditure upon pensions and salaries and pensions should 
be commuted with Britain on the basis of fixed or variable 
annuities In those various ways our foreign liabilities can 
be reduced progressively ; but this requires a caiefuUy- 
tbought-out and deliberately-planned scheme of reduction of 
these liabilities, which will pave the way for their ultimate 
extinction * 


Aide, pp. 121, 122. 



CIIAPTER XV 

Financial Administration 

Tnr. Ptatp has certain important functions to perform and 
the scope of these functions has increased considerably m the 
prc’ent centurj, In order to discharsrc its duties systematically 
and in the best interests of the countrj-. the State must be 
prondnl with a systematised plan of work Finance plays 
a very fundamental part in the framework of that plan , 
because the plan cannot be properly executed or the duties 
and ftinctnms of the Mfate cannot be <lt<charfr«l in the best 
interests nf the country without lirst knowms how much money 
wilt bo required to carrv them out and without findm/t out 
ways and means for mectms that expenditure 

Financial ndniinistration is thus an important branch of 
public linanco. which has receixed considerable attention m 
recent times The study may he considered m throe parts : 
'(11 tlic preparation of the Budjict . (-'Tiis.lcsislation orxfitmg ; 
and (T)jt8 csccution." 

The niiilget is in reality the pixot of the admmistTatlon 
ns the absence of a sound Bndcet is bound to throw a State 
into financial insolvency The wonl “budect" is derived from 
the French word ‘'bousette.” which meant a ease m which the 
diancellor of the Exchequer kept his papers. In 1*6?, the 
expression was first adopteil m England when the annual 
statement of cxponditnro and income was called “ opening the 
badget". In lr03, the cxpressiou was adopted in French 
financial terminology as a substitute for estimates of receipts 
and expenditure. Financial administration U a study of 
the principles governing the Budget and also a study of the 
underlying laws and conventions. 

The Budget is an annual statement of expenditure and 
revenue prepared by public authorities which usually covers 
two fiscal periods — the closing period and the period to come. 
In short, it is a statement of the receipts and expenditure 
of the proeedme year, an estimate of the receipts and cipendi* 
(ure of the coming financial year, and proposals regarding the 
ways and means for mooting a deficit or distributing a surplus. 

To present a balance*! Budget is a semco of a far-rcachin'’ 
nature that can l>e rendered to the State by a Finance Member 
This requires unnju.al qualities in bim. lie must bring to the 
t.ask of public finance a keen and alert mind, a natural business 
capacity and a genuine and practical sympathy with tho 
mercantile community. 
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The PitEriRATioH op the Budget 

Tho Budget i8 prepared by the Executive for the legisla- 
ture The methods of preparation of the budget differ in 
detail in different countries ; bnt the general principles are 
the same In India, the budget is presented to the legislature 
generaUy four weeks before the close of the financial year 
ending on the Slst of March, so that the Tihole discussion may 
be completed before the ensmog year begins Various de- 
partmental heads prepare their estimates which are in some 
cases taken m hand early in August of the previous year, 
namely, six or seven months before the end of the financiai 
year. The returns filled in are in three parts. Firstly, the 
revenue and standing charges of a permanent nature as the 
salaries of the permanent establishment and ordmary contingent 
expenditure : secondly, charges of a fiiictuating nature, but not 
being new objects of exi>enditure ; and finally, new items of 
expenditure The estimates give the actual expenditure of 
the previous year, the expenditure sanctioned for the current 
year and the anticipated expenditure for the ensuing year. 
In this country the estimates do not include any new charge 
unless the same is sanctioned by a competent authonty. 

The heads of offices submit their estimates to the Adminis- 
trative Departments of Oovemment at headquarters and the 
latter scrutinise the estimates. The first part referred to in 
the above paragraph is mainly scrutinised by the Adminis- 
trative Department and the Accountant-General; while the 
second part is reviewed by the Finance Department and the 
Accounlant-General, the latter accepting the orders of the 
Finance Department as final. The third part of the return 
18 very carefully scnitinised. Before placing the expenditure 
in the budget, the head of the ofiBce obtams the administrative 
approi'al of the Department. These new items come under a 
■careful scnitiny of the France Department also The Adminis- 
trative Departments then forward to the Finance Department 
memoranda explaining the necessity of each new item of ex- 
penditure, so that these explanations may come first before 
the Finance Committee of the legislature and then before the 
legislature itself m a statement of new items This statement 
will show: (1) the cost of the new items and the head by 
ssbitb the same should be borne in the budget; (2) whether 
the cost IS recurring or non recumng ; and (3) any explanatory 
memorandum giving the reasons for the new expenditure. 
The Accountant-General includes these approved items m 
the preliminary budget forecast submitted to Govommeot in 
December. In India m each province there is a Fmance 
Committee of the Legislative Council with the Finance Member 
ns the Chairman There is no provision for the Finance Com- 
mittee in the constitution or in the Buies, while the Pubbe 
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Accounts Committee which reviewg the expenditure after it 
has boon incurred has a position under the Kules under the 
GoTcmment of India Act. 

Two editions of the Radget arc prepared by the Accountant- 
General : one on the basis of the actual eight-monthly figures, 
and another on the basis of the nmc monthly figures. The 
second edition of the Budget i9 prepared by about the second 
w eek of rebruary, and changes ba<ed on ten months’ actuals 
are incorporated in the Budget The Budget is then ready 
for being presented to the legislature In Xovomber, that is, 
eight months after the beginning of the financial year, four 
sets of figures are arailable for Budget purposes • (1) tho 
accounts or final figures of the previous year, (‘.J) the budget 
estimates of the current year. (3) revised estimates for the 
current year, and ( 1 ) the budget estimates for the following 
year 

In India the budget is prepared before tho monsoon falls, 
and consiquentlv, there is considerable uDCcrtamtv in the 
finality of the figures The selection of the financial year, 
and tlie fixing of tho date of the presentation of tho Budget 
to the legislature arc determined by admuiistmtivc conveni- 
ence. Importance is also attached to the accuracy in fore- 
casting the re\ enue of the coming year and m finally estimating 
the receipts and expenditure m the preceding year. It was 
for this reason that tho Chamberlain Commission suggested 
in relation to India the consideration of the question of tho 
calendar year or the commencement of tho year from the 1st 
of November ; but the suggesljon was not accepted. iSirther, 
the sanction of the legislature should be secured in time for 
raising taxation and authonsmg expenditure, nud these two 
consiiierations should mainly govern the selection of the dates. 

The Contesjts of the Budoet 

Another important question is whether receipts and 
exiienditiirc should be gross or net, and to what extent detailed 
heads of expenditure should lie given If gross figures are 
given, all transactions will ordinarily bo placed before the 
legislature ; but certain heads of income and expenditure will 
be unduly swelled, e ff , those connected with commercial 
services, ^\^lerc the expenditure in tho revenue-yielding 
departments is low and receipts m the spending departments 
small, net figures aro of great import.anro; but on a bahance, 
gross figun-s aro preforahle, except in the case of commercial 
concerns where the hudget proper may include the net figures ; 
while the date relating to the gross revenue and expenditure 
may be in the form of an appendix. This would give more 
inforiintion nnd would be bettor for the country’s finance in 
(he long nin ; because the legislature would be in a better 
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position to appreciate and pass judgment on the state of 
affairs. 

The budget should be comprehensive, accurate and intelli- 
gible. The revenue and expenditure heads should be properly 
classified so that the legislature may be able to discuss without 
•difficulty all questions of public interest and policy and to record 
their vote without prejudicially affecting other items ot revenue 
and expenditure. The classification of the heads should be 
permanent as far as possible and there should be no change 
-without ample notice ; otherwise the real budgetary position 
-would be impaired. 

The VoTl^o OP THE Budget 

The next stage in financial administration is the passage 
<kf the Budget through the legislature It is mainly through 
the Budget that the general pobey of the Government is 
controlled In India each Provincial Government has a sepa- 
rate budget According to the Act of 1921, the Provincial 
subjects are divided into two classes: (1) Transferred, that is, 
those services which are placed under the charge of a 3Iimster 
selected out of the idected members of the legislature, and 
(2) Eeserved, that is, services which are not under popnlar 
control but ace in charge of a 3Iemher of the Executive ronacil 
of the Governor. Except certam items, the whole expenditure 
on reserved and transferred subjects is voted on by the Legis- 
lative Council The budget estimates for expenditure are 
placed before the LegiMative Council in the form of demands 
for grants and the legislature has the final say with regard to 
the expenditure proposed for the transferred services. The 
Council may not increase the grant. In reserved subjects the 
Governor can overrule the legislature if the amount sanctioned 
is thought to be insufficient. The Governor is also empowered 
in regard to both classes of subjects in emergency cases to 
authorise such expenditure as may be necessary in his opinion 
for the safety or tranquillity of the province, or for the carrying 
on of any department. Bamng certam items, the entire 
expenditure of the Central Government is voted on by the 
Legislative Assembly The Governor General m Council can 
overrule the Assembly if the expenditure refused by it is 
essential for the discharge of his responsibility In emergency 
oases he can also authonse such expenditure as is necessary 
in his opinion for the safety or tranquillity of Bntish India or 
any part thereof The method of examimng the budget is 
not uniform m all countnes, but differs from country to country. 
In India and the self governiug Dominions the British example 
IS followed to a great extent In England, the Chancellor of 
the Exchequer in April m each year lay.s before the House ot 
Gommons (1) a statement of the actual results of the revenue 
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anti OTjicnditnrc in the past financial year showinc the extent 
to winch his pstimatea have been reali«cd, and i£ there has 
boon any surplus or deficit m the income as compared with 
expenditure and (0) a statement of the estimates of the rorenuo 
for the ensmn;: year, on the supposition that taxation would 
remain as in the past year, and also on the estimate of the 
expenditure in the current year. In the case of a surplus, 
a remission or reduction in taxation may take place . while 
m the rase of a dehcil proposals (or new taxation are 
submitted 

There is a speech from the Throne, a speech contaminj* a 
refotonce to the tinancial requirements of Government, and the 
first vote IS that the supply Iw granted WTien the formal 
vote of supply is parsed, the House of Commons by another 
vote appoints a day on which it will resolve itself into a Com- 
mittee of the w hole House to consider the supplies to bo granted. 
This is known as the Committee of bupply This Committee 
•examines the budget Then the House resolves itself into a 
Committee of Ways and Means to consider the ways and 
means of raising the money required, and the Chancellor of 
the Exchequer deliver* his budget speccb in this Committeo 
of Ways and Means. Tho budget must also be discussed m 
the House of Commons and the discussion in tho Committoo 
of Supply lasts for CO days when the guillotine is applied. The 
remaining votes are then put to the House without discussion. 
Inside the House the Hxecutive is represented by heads of tho 
rtepartments, specially by the Mem^rs of tho Cabinet. The 
Lower House has tho final voice in regard to all financml 
business. Tho llritish I*arlianient exercises control "( 1 ) by 
legal restrictions, winch prevent tho Crown or its Ministers 
from imposing any charge without the consent of Parliament 
either m tho form of taxation or expenditure or loans, and, 
from maintaining a st.'indiiig army in time of peace ; (2| by 
the doctrine of the constitution, by which supplies aro granted 
annually by tho House of Commons, this supply necessitating 
atatutorj' sanction each year ; (3) by the rule of the constitu- 
tion by which Minister* of the Crown are held responsible to 
rarliamcnl for any net done by them in their ministerial capa- 
•city or for any ad\ieo tcndere^l by them to tho sovereign; 
(I) by meins of the rule by which supply grantcil must he 
appropriated to (he particular purpose for which it was granted ; 
(5) liy the pn*since of Ministers in Parliament, so tliat their 
actions can bo examined and enticneil ; and {!'>) by other means, 
t g , rarliamont may Im* supplied with infoniiation, sneh as by 
questions and answers, by royal commissions or committees, 
and by ‘•loniiu.ind pai>crs", which witli the exception of the 
annual sstimatis which are printed by the order of the House 
of ('omtnons, an- printed on the authority of the Department 
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presenting them."* In each House, Command Papers are 
presented by bemg laid on the table by the lilmister responsible 
for them, and by being delivered to the clerk of the Parliament 
daring a recess they may be presented to the House of Lords 
or to the House of Commons by delivery to the librarian of 
that House. By means of an address to the Crown or by the 
order of the House, either House can obtain information from 
any department regardmg its work or admmistration. It is 
not generally possible for any member of the House, except a 
member of Government, to propose expenditure ; but he can 
move a resolution to the effect that public money might be 
spent in a particular manner, and the resolution is binding if 
the House accepts it A private member cannot, however, 
move that a certain sum be granted for a particular purpose ; 
because it must emanate from a Hmister of the Crown 

In India, the Budget is presented in the central legislatnre 
to both the Houses at the same time, to the Upper House by 
the Financial Secretary and to the Lower House by the Finance 
Member. In his Budget speech the Finance Member deals 
■with the general economic conditions in the country, and 
explains the vanatious between the budgeted rerenue and 
expenditure, and ways and means for the coming year are 
also dealt with In the provinces, the Budget is presented to 
the Legislative Council by tbe Finance Member 

The discnssion on the Budget does not take place on the 
date of Its presentation The discussion is m two parts : 
(1) a general discussion, and (2) the voting of supplies The 
general discussion takes place about a week after its presenta- 
tion and a day or two are allotted for same At this stage, 
details cannot be discussed Certam subjects are non-votable 
according to the Government of India Act , but the Governor- 
General has the power to allow them to bo discussed to meet 
the •wishes of the legislature. Then comes the vofmg of suppbes 
for which 15 days are allotted, and no single demand can be 
discussed for more than two days If the discussion is not 
finished •within 15 days, the President disposes of all the out- 
standing grants by simply putting them to the vote without 
any discussion. From 1923 the practice has been adopted 
according to which the Government consults the convemence 
of the members with regard to the order in which the demands 
may be discussed Each demand is introduced by the member 
in charge of the department, and they are voted by major 
heads of expenditure. They may be reduced by the Assembly 
with a -view to effect economy and retrenchment 3Iotions 
for reduction are usually brought forward to ehcit information. 
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The Finance Bill is introduced in the Assembly after 
formal permission for its introduction has been granted. The 
discussion IS openeil by the Finance ilember, and after this is 
finished the Bill is taken up clause by clause with the schedules. 
After Its passage m the I/egislatiTe Assembly, the Finance 
Bill goes to the Council of State, which does not discuss the 
demands for grants m detail. It discusses m detail only the 
Finance Bill which deals with rcTenue After it is agreed 
to by the Council of State, the Bill has to receive the assent of 
the Goiernor-General, when it becomes law If it is not 
assented to or is amended, as was the case with the Finance 
Bill of March 1935, it is relumed to the Assembly for further 
discussion The Act provides for a joint sitting of both Houses ; 
but as it takes place only after six months, the Bill cannot wait 
til! then The only course then is either that the Assembly 
should accept the amendments of the Council of State or the 
Bill can be passed under certification before the month pre* 
genbed under the Provisional Collection of Taxes Act expires. 

Initiation or JIonet Bills by Government 
As a general rule, in most countries money Bills can be 
initiated only by Government. The legislature can reduce or 
refuse supplies or taxation, but it cannot originate or increase 
them, In India also, cxjicnditure or taxation both at the 
Centro and in the Provinces can take place on the recommenda- 
tion of the Bxecntivc Governments and not on those of the 
legislature. According to tho English constitutional rule 
demands for supply can only proceed from the Crown. The 
Icgislaturo can reduce, but it cannot increase expenditure. 
In India also, an amendment, except by a member speaking 
on behalf of tlie Government, which has the effect of increasing 
taxation proposed by the Bill is not in order, unless it pro- 
poses taxation by way of ef|uivalcnt to a tax brought by the 
Bill under consideration of the legislature The point at 
issue is that the demand comes from Government, which can 
propose taxation. The Council cannot increase the demand 
or taxation except at the instance of a member of the Govern- 
ment ; but it c.in reduce same It ts, however, open to 
members to propose an increase m one item compensated by 
a corresponding reduction in another item. In this connection, 
the following ruling of the President of the Indian Legislative 
Assembly may be cited on the point. IIc said, “I think it is 
obiioiis th.it tho ImperMl Parliament intended to confer the 
same powers and the same restrictions regarding the levy and 
appropriation of public revenues which it itself enjoys. Neither 
tho House of Commons nor the Legislative Assembly is em- 
powered to increase a demand for a grant. The House of 
Commons is equally forbidden to incrc.ase a lax. The general 
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principle has been laid down many times, and I think that it 
IS one which we ought to apply here. Therefore, those amend- 
ments which propose increases of taxation will not be in order.”* 
I{EAP^KOPEIATrO^‘5 AKH EeSEEVE FUNDS 
The question of reappropnation deserves consideration ; 
because it necessitates the sanction of the legislature in most 
cases The power to reappropnation in modern constitutions 
IS generally conferred on Govemmenta under rules or otherwise. 
In India after grants have been voted by the Legislative Cooncil, 
the Finance Department can sanction reappropnation within 
a grant from one major, mmor or subordinate head to another. 
Every reappropnation from one grant to another,* and every 
reappropnation withm a grant not conforming to the rules 
of the Finance Department, should be brought to the notice 
of the legislature In some countries token grants, { e , demands 
lor nominal sums, the total expense being by reappropnation, 
are applied for simply to bring the matter to the notice of the 
legislature. The Execnti>e is also generally left with certain 
funds to he used as a reserve and to be accounted for in the 
next budget. 

Veto akd Cebtipication 

The power of veto and certification is generally provided 
for in modem constitutions The Indian constitution provides 
that uhen legislation is refused to be passed by the legislature, 
it may be certified by the Governor General or the Governor 
of a Province In regard to local legislatures according to the 
Act of 1921 the Governor can certify only in the case of reserved 
subjects The Governor General has also the power to restore 
grants refused by the legislature. These powers have been 
mamtained in the new Act also. 

The Execution op the Budget 
After the Budget has been voted oa by the legislature, 
adequate machmery is necessary to give effect to its wishes. 
This branch of the subject is kaown as the execution of the 
Budget It mcludes the collection of revenue, the services 
performed by the Treasury or the Finance Department and 
the mode of spending in accordance with appropnations The 
topics of control and audit also belong to the scope of this 
aspect of the subject. 

In India, the revenue collection is supervised by District 
Magistrates , while there is separate departmental staff for 
coUectmg customs, mcome-tax and excise revenue Then for 
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the mo%’cmcnt of funds from one place to another, there ia 
Paper Currency I’eserTe diatnhated throughout the country m 
the sanoua treasuries by means of currency chests through 
which funds arc transferred The Imperial Bank of India 
conducts tlie treasury business whcrcror it has a local head 
oflicc The deposit of notes in a currency chest decreases the 
amount of notes m circulation, and the deposit of rupees in a 
currency chest increases the amount of com m the Paper 
Currency iteserve U hen notes or coins are deposited m a 
currency iliest, the Gosemment is enabled to issue notes 
elsewhere up to the amount of the deposit 

tilth n’gard to the method of spending it may he said 
that in India the work of communicating grants to the disburs- 
ing and controlling olhecrs is taken up immediately after the 
passage of the budget Grants are divided into primarj' units 
of appropriations and they arc sometimes further subdivided 
for purposes of financial control Appropriation is m force 
only up to the close of the* iinancial jear, and this requires 
considerable control to aioid extras aganco and a rush of cx> 
ponditure in Slarch The unspent portion of the grant lapses 
in 5farch and, therefore, the Oorernment departments 
concerned make a rush to 8i>end that money Before incurring 
any expenditure, both administrative sanction and budget 
proslsion arc necessary. Only one of the two by itself is in* 
adequate, llngmoering works, for instance, require m addition 
to administrative sanction and Budget provision w hat is knoivn 
as the approval of the plans and estimates. The actual expendi- 
ture IS watched by the heads of departments concerned. The 
Accountant General in each province communicates with the 
Tmance Department if the expenditure is likely to exceed tlio 
budgeted amount. A review of the estimates for the current 
year takes place four times annually, once after three months, 
the second after six months, the third and fourth being the 
Budget forecasts referred to above. 

System or ^INA^CI.VI, Comrol 
Tver since the time of the Bast India Company the British 
Parhanient h.as been ciemsing control o^ or the Indian finances 
through the Board of Control in the beginning, and later, 
through the Secretary of State in Council. Cp to tiic introduc- 
tion of the Beforms this control remained absolute, but adminis- 
tratisc convenience and promptitude of business had neces- 
sitated a delegation (o the Indian authorities. The Governor- 
General m Council could incur a limiteil amount of expenditure 
without the previous sanction of the Secretary of State, and 
the Goicrnmcnt of India exorcised a ngid control os'cr provin- 
cial expenditure. Taxation proposals required the previous 
sanction of the Secretary of State and the Government of India 



178 rVBLlC FlKANCE 

could not rai?e loans in India inthont his consent. The intro- 
duction of lefoims in 1921 inTolTing a partial control of the 
Executive by the provincial legislatures has rendered inevitable 
a considerable abatement of the control hitherto exercised by 
Parliament and by the Secretary of State. 

The manner m which the central and provincial legislatures 
exercise their influence over finance together with the powers of 
the Secretary of State and the way in IV hich his control over 
Indian financial admimstration is made effective are described 
below. 

LEGtSLATIVE CONTROL 

The legislative control over Indian finance under the 
Government of India Act of 1919 is modelled on the British 
system Corresponding to the Estimates Committees in 
England, there are Standing Finance Committees attached to 
the central and provincial legislatures, whose business is to 
scrutinise the proposals for fresh expenditure and suggest 
economics. The Finance Member, like the British Chancellor 
of the Exchequer, opens his budget with a detailed survey of 
the financial positibn and certain taxes are voted annually m 
the central legislature. Certain demands of the Government 
are to be voted by the legislatures annually, but items like 
debt charges, army expenditure, salaries of certain offlctala and 
services are not subject to vote. There is an elected Committee 
on public accounts to consider the Report of the Auditor- 
General through the instrumentality of which the legislatures 
satisfy themselves that the money voted by them is satisfac- 
torily spent 

The Standing Finance Committees were intended to be 
advisory bodies and were not to have any administrative control 
of departments. Their object was to laimhanse the elected 
members of the legislatures with the process of administration 
and to make the relations between the Executive and the 
legislature more intimate They are presided over by the 
Finance Slember and contam a majority of members elected 
by the legislature The nature o! their work and the range of 
their mfiuonce over administration have varied considerably 
in the different provinces. Their functions are to examine 
proposals for new taxation, to advise on supplementary esti- 
mates and to consider and initiate proposals for retrenchment. 
In the provinces, ” there has been a distinct tendency to en- 
croach on the sphere of administrative policy ”, but the Stand- 
ing Finance Committee of the Legislative Assembly has been 
a purely advisory body and has confined its activities to an 
•examination of new proposals for eipeniliture The Committee 
“ has usually taken a reasonable and intelligent view of its 
duties ” and has helped to familiarise the elected members 
and the public with the details of financial administration. 
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EsTI^fATE*» A}tD Supply 

On being approved by the Governor General m Council, 
the estimates of revenue and expenditure of tlie Central 
Government are laid before the Assembly on the occasion 
vhen the Finance Member makes his budget speech, which 
may not include proposals for new taxation The statement 
of the Finance Jlember is followed by a general discussion 
regarding tlie whole field of administration, but no motion is 
moved at this stage and the discussion is not detailed The 
debate furnishes the legislature with the opportunity of criticis- 
ing the revenue estimates and the loan policy of tho 
Government 

The second stage consists of the presentation of the 
Government demands to tho Assembly in the form of a senes 
of motions A limited fimo is allotted for the discussion and 
the items of debate are chosen m consultation with the opposi- 
tion leaders, tho rest of tho votes being put without debates. 
Tho non-votable heads also can be thrown open to the discus- 
sion of tho House at the discretion of tho Governor-General 
and this practice has been invariably followed. The non- 
votable expenditure can also bo attacked by moving a cut m 
the Totnblo expenditure ancillary to jt. For example, tho 
non-votable defence expenditure can be criticised by monng a 
reduction in the expenditure proposed to bo voted /or the 
secretarial establishment of tho Army Department. 

Even in the case of tho votabto items the refusal of tho 
Assembly to vote an item is not necessarily effective, because 
the Oovornor-Oenoral in Council has the power of restoring 
a cut made by tho Assembly. This pow or has been used on 
many occasions. There is also a reserve power by which tho 
Governor General can nutliomc such expenditure which Ji© 
dooms necessary for the safety of Itritish India. 

Frovincial procedtiro is also on the same lines. Tho 
Government's proposals are laid before the Legislative Council 
when the budget is presented by the Finance Jlember. The 
budget statement is followed by a general discussion and then 
the demands for supplies aro dealt with. The proportion of 
voted to non-iotcd expenditure is greater in tho provinces 
than at the centre. 

Tun FisAHCR Bill 

There is an annual Finance Ihil at Delhi, introduced at 
the time of tho budget speech of the Finance Member, though 
it is discussed after the estimates have been passed or certified. 
All the eentnil taxes except the tariff aro annually voted. In 
the provinces there is no annual Finance Bill. The Indian 
practice of the annual I’lnance Bill dates from 1921 when an 
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amendment to the Taxation Bdl xras moved to limit its opera- 
tion to one year, irhose object was to establish a convention 
similar to that in force in the Honse of Commons. 

Public Accouhts CosuniTEE 

There is a Public Accounts Committee of the Central 
Legislature, consisting of eight members elected on the pnnciple 
of proportional representation, while three are nominated by the 
Government The Finance Member is the Chairman. The 
position IS embarrassing, because the Committee deals with 
financial irregularities of all the departments, including those 
for which the Finance Member is directly responsible 

The mam functions of the Committee arc to scrutmise the 
annual report of the Auditor-General, and to satisfy itself that 
the money voted by the legislature is properly spent. The 
Committee has exercised powers in respect both of the votable 
and non votable expenses It deals with the Auditor -General’s 
report regarding extravagance in military expenditure, but in 
this case the report is in the first instance examined by a 
small ad hoc committee of officials The Public Accounts 
Conimiffeo has no executive powers It can make recommenda- 
tions and point out irregularities, but it cannot issue orders op 
disaUow any expenditure 

Its report is presented to the Assembly, but there has been 
no general desire to discuss it, because it is of too technical a 
nature to be of general interest. The deliberations of the 
Committee receive publicity and its scrutiny of expenditure 
“13 jealous, detailed and enthusiastic”. The constitution, 
powers and functions of the jirovincial public accounts com- 
mittees are similar to those of the Central Committee 
StCRETAKT OP STATE'S CONTKOL OVER FINANCE 
I. Ill the Proetnees 

The Secretary of State esercise*! control over the provincial 
transferred and reserved subjects No proposal for the appro- 
priation of funds can be made in respect of tbe transferred 
subjects except on the recommendation of the Governor. The 
previous sanction of the Secretary of State in Council is required 
under the Devolution Rules for certain proposals regarding 
expenditure in respect of transferred subjects before they can 
be included in a grant 

The control over the reserved subjects has been consider- 
ably relaxed, but the delegation of powers is by means of 
executive orders embodied in the Provincial Audit Resolution. 
The Items of expenditure which require his sanction are the pay 
and allowances of all India services, the expenditure of 
Governors, the expense on establishments exceeding a certain 
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amount and capital expenditure on irrigation and other public 
•works exceeding Its. 50 lakhs. 

Provivcial BoRKOsn.vo 

TJie provinces are svithm limits autonomous and the 
provincial budgets are not approved either by the Central 
Government or by the SecrctarT of State before presentation to 
the provincial legislatures Provincial solvency is ensured 
indirectly by the control over provincial borrowings Before 
1920 the provinces could not raise loans in the open market and 
they could borrow only through or from the Government of 
India. Since the Picforms they have obtained considerable 
freedom in this respect, bat their borrowings are regulated by 
statutory rules No provincial govomtnent can ratse a loan 
outside India without the sanction of the Sc-cretary of State 
or within India without the Governments approval. 
They can borrow only for capital expenditure on projects of a 
lasting public utility, famine relief and repayment of previous 
loans. The bulk of provincial borrowings has been from tlio 
Central Government for which purposes a Provincial Loans Fund 
■was established in 1925 In (bis manner the control of 
the Sccrctray of State and the Government over provincial 
financial solvency is ensured 

The Central Government is armed with other powers also, 
It can, with the proMOUs permission of the Secrefarj' of State, 
presenbo tho procedure to bo followed in the payment of money 
into and the withdrawal, transfer and disbursement of money 
from public account. It can regulate provincial programmes 
of expenditure so that provincial balances may not be reduced 
below- a stated ligurc. 

II. At the Centre 

The Secretary of State maintains a rigid control over the 
financial administration at the Centre. The previous sanction of 
the Secretary of State m Council is required in a limited number 
of cases and the budget proposals afTocting taxation require 
his previous sanction. lie also controls the management of 
the gold standard and the paper currency reserves, the exchange 
and Currency jiohcy and the borrowings in India and England. 
In the matter of the Fiscal Convention, he is not exiiected to 
interfere when the Government of India and the legislature 
arc in agreement. 

The Auditor General 

This control is exerciseil through the Auditor-General and 
his stair, one of whose principal functions is to see that the 
line of demarc.'ition between the powers of the Secretary of 
State and the Indian authorities is maintained. This ofTic'cr is 
api'Ointed by the Secrct.aiy of State in Council and holds office 
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during His Jlajesty’a pleasure He is the final audit authority 
in India and an important part of the machinery through 
vhich the legislatures enfeove economy in the administration 
of public finance. The Auditor-General has thus a dual res- 
ponsibibty to the Secretary of State and to the Indian legisla- 
tures and the compilation and audit of accounts arc entrusted 
to this agency. 

pRO^^SIOVS OP HIE Xew Coi;stiiutio> 

1. Ih the Protinceg 

The financial proposals are based upon the principle that 
no proposal for the imposition of taxation or for the appropria- 
tion of public rerenues can be made without the recommenda- 
tion of the Governor ; that is to say, that it can only be made 
on the responsibility of tJie Executive. Legislative procedure 
in financial matters differs m India from that in the United 
Kingdom There is no annual Appropriation Act in India. 
The proposals for the appropriation of revenue srbich require 
a vote of the legislature are submitted to the legislature in 
the form only of Demands for Grants and a resolution of the 
legislature approving a demand is sufficient for the appro- 
priation 

The proposals m the Constitution Act for the annual 
appropnation of reveuue have been framed on the existing 
lines They may be grouped in three categories : (1) those 
Vrhich \nll not be submitted to the vote of the legislature, 
though, trith one exception, they will be open to discussion ; 
(2) those which will be so submitted , and (3) others which the 
Governor may regard as necessary for the fulfilment of his 
special responsibilities. 

The nou-votable heads of expenditure falling m the first 
category are given below . — 

“(I) Interest, Sinking Fund charges and other expendi- 
ture relating to the raising, service, and management of loans ; 
expenditure fixed by or under the Constitution Act , expendi- 
ture required to satisfy a decree of any Court or an arbitral 
award , 

(II) The salary and allowances of the Governor (these 
will not be open to discussion) , of Mmisters ; and of the 
Governor s personal or secretandl staff , 

(III) The salaries and pensions, including pensions 
payable to their dependants, of Jndges of the High Court or 
Chief Court or Judiaal Commissioners ; and expenditure 
certified by the Governor, after consnltation with his ilmisters, 
as reqmred for the expenses of those Courts ; 
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(IV) Expenditure debitablp to Provincial revenues 
required for the discharge of the dnttca imposed by the Consti- 
tution Act on the Secretary of State , 

(V) Tlie salaries and i»ensions payable to, or to the 
dependants of, certain members of the Public Services and 
certain other sums payable to such persons ” 

The .Joint Parliamentary Committee recommended that 
expenditure for the administration of excluded areas, whether 
derived from central or prorincial revenues, should also be 
a non votablc item 

All other proposals for appropriation other than those 
falling in the first category and enumerated above would be 
submitted to the legislature m the form of Demands for Grants 
and it nmild be open to the legislature to assent to, 
or reduce, or to refuse assent to, any demand including demands 
necessary for the fulfilment of the special responsibihties of 
the Governor. In the latter case the Governor would be 
empowered to restore such grants, while m the former case 
the decision of tlic legislature would be final . and in this 
power would he the real control of the Legislature over the 
Executive. It may be said that the heads of Kon-votablo 
Expenditure are so extensive that they would dimmish the 
field of responsible government in the provinces 

Powers or LroistATitn Coyxats and Conflicts 

BETWEEN THE TWO CllA'IBEItS 

In the provinces vrhere the legislature is bicameral, money 
bills shall be initiated in, and Demands for Grants submitted to, 
the Legislative Assembly alone In the case of the possibility 
of a conflict between the two Chambers, the proposal under the 
^^))Ite Paper .Tiithoriscd the Governor to summon the two 
Chambers after a lapse of three months to reach a decision on 
any legislation passed by one Chamber but rejected by the 
other. The Pill would be regarded as passed by both Chambers 
if approved by a majority of the members voting .at the Joint 
Session. Tile Joint Parliamentary Committee regarded the 
period of three months as too short and suggested a duration 
of at least twelve months. In the ease of Bills involving the 
Special resi'onsibilities of the Governor, the Governor is em- 
powered to summon forthwith a Joint Session. In view of the 
relative powers of the two Chambers, a Bill introduced in the 
Legislative Conncil but rejected by the Legislative ^Vssembly 
(the Lower Chamber) would lapse, but the machinery of the 
.foint Session would be confined to the converse case and 
would be put in motion only if desired by the Legislative 
Assembly. Tlie Bill would not be amended in the Joint 
Session except on points relating to the difference of opinion 
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between the two Chambers and the decision of the presiding 
officer on tiie admissibility of any amendment would be final. 

II, At ike Centre 

It is unnecessary to repeat what has been said in connec- 
tion with the Provincial Lcgislatnres : but certain heads of 
expenditure which have no counterpart in the provinces and 
which would not bo submitted to the vote of the legislature 
are (1) expenditure for a lleserved Department , (2) expenditure 
for the discharge of the functions of the Crown in and arising 
out of Its relations with the Holers of Indian States ; and (3) 
expenditure for the discha^c of the duties imposed by the 
Constitution Act on the Secretary of State The inclusion of 
the first follows from the reservation of administration and 
control to the Governor-General The second includes the 
expenses of the Political Department and other matters con- 
nected mth the rights and obligations of the Paramount Power j 
while the third refers to such matters as expenditure in con- 
nection with the Secretary of State’s establishment in London, 
UabiUtiee on contracts to which he is a party under the Consti- 
tution Act, and payments of compensation to members of the 
Pubho Services under his powers on that behalf. 

REt-ATlOfiS ByrWEEN THE TwO HOUSEfS 

The two Houses of the Federal Legislature will have 
nearly co-cqual powers ; but there will bo a difference m the 
sphere of finance Money Bills would be introduced only in 
the Lower House, the Upper House having power to amend 
or reject them ; and m relation to Demands for Grants the 
power of the Upper House would be limited to requiring at the 
instance of the Government that any demand reduced or 
rejected by tbe Lower House should he brought before a Joint 
Session The Joint Parliamentary Committee recommended 
larger powers for the Upper House m relation to finance. It 
should be able not only to secure that a rejected Grant is re- 
considered at a Joint Session of the two Houses, but also to 
refuse its assent to any Bill, Clause or Grant accepted by the 
Lower House According to the Joint Committee “ all 
demands should be considered first by the Lower House aud 
subsequently by the Upper, and that the powers of each 
House in relation to any demand should be identical, any 
difference of opinion being resolved at a Joint Session to be 
held forthwith.” (Page 117.) 

There would be joint sittings of both Houses at the 
instance of the Governor-General under the following cases : — 

(1) If a Bill has been passed by one Chamber, but reject- 
ed by the other ; 
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(2) There i? no agreement on amendments to the Bill 
anion" the two Chambers; 

('{) Jlore than ri\ months pass from the «late of the 
reception of the Bill bv tbc other Cliamber without presenting 
it to the Oosernor General for Ins assent. 

(t) In ease of J'lnanee Bills and Bills relating to a. matter 
affecting the discharge of his fanetions in his disfrction, lie 
can call a joint sitting even in the absence of disagreement 
between the Chanihtrs and o\en if the said period of si^ 
months IS not <i\er, in east* he is satisfied that the Bill will 
not he presented to him for fiis assent without undue (lelay 

In the ease of differences at the Joint Sessions, the decision 
of a inajorits of the two Houses would he nccessarv . hut in 
order to giie an eiltiinc soiee in the final decisions to the 
I'pper House. .1 proportion of approximateh 2 1 was endorsed 
hy file Joint I'.irfiamentarv roimmftee Tiie period after 
which a Joint N-ssion would he held is mx months and it would 
not he held dimng the Rcssion of the legislature m the Houso 
of which tlu-di/Iorenceof opinion .arose lx tween tlie two IIouscs. 
In the former case, the Gosernment would inform the legis- 
lature of their decision Iiefore the end of tlic current session. 
The ahoie would lie the ordmar> procedure , “but m the case 
of Bills afTitting the Beseircd Departments, or Bills which 
In the opinion of the Gorernor General imolio his special 
TpsponsihiUties, or w ould affect the financing of the Pcdoral Gov- 
ernmeni's requirements, the Governor-General must have 
power in his discretion to nummon a Joint Hcssion and obtain 
a decision forthwith.” Amendments to any Bill before a Joint 
Session would be goremed by rules applicable to the Joint 
Session of the I’nnincial Begislatiires. 

Coxnai, or India 

According to the Act of 1858 any expenditure incurred hy 
the Secretary of St-ate out of fnehan revenues required the 
concurrence of the Council of India to grants or appropriations 
of any part of those resennes and the consent of both Houses 
of J’arJj.anient to the defraying from Indian revenues of the 
cost of any military operation liejond the external frontiers of 
Indi-i was neec«sary. Under the new Constitution the Council 
of India with a statutory control over the decisions of the 
Secretary of State in financial matters would not exist ; and 
the authority of the Secretary of State would not extend to 
ostiniates submitted to an Indian legislature on the advice of 
Jndi.m Mini«{crx. There noitld, howerer, be a small body of 
ad\ i«< rs to ads i«e the S< eretary of State on financial and service 
mattcri and on matters concerning the Political Department. 
The Si eretary of State is cmpowcre«l under the new Constitu- 
tion to appoint not less than thrw' nor more than six person^ 
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to adTise him, of whom at least two must hase held office 
for at least tea years under the Crown jn India. He would 
be free to seek their advice individualiy or collectively on any 
matters, but would not be boand to do so except in one respect 
only. So long as he is charged with the control of any members 
of the Public Services in India, “he must lay before his Advisers, 
and obtain the concurrence of a majority of them to, the draft 
of any rules which he proposes to make under the Constitution 
Act for the purpose of ri^jalating conditions of service, and 
any order which he proposes to make upon an appeal to him 
from any member of the Service, which he controLs " (Page 227 
of the J . P. C. Seport) The Service of the Advisers shonld 
not have terminated more than two years before their appoint- 
ment , and at least half of them shonld have the service 
quahfication ; while the Secretary of State would effectively 
participate m their deliberations in matters where the 
toacnrtencc of the majority of In^ Advisers will be requited. 



cn NPirR XVI 

Indian Budgets 

ASTin^ of tho TntRan of thr last fc^v joars may 

now be made a mow to !m<i»*rstati<l llio practice of Indian 
finance and to see how that important branch of public finance 
l^luch i*! known as “Financial Vdmmistration' is dcielopod 
in this eounfiw Tins sfndv alioiihl aNo indicate the fines 
alon" whuh and the e\lcnt to whioli the Indian legislature 
o\ercises control oser the E\o<iiti%e in this conntrj m the 
sphere of linanee and it should draw attention to the necessity 
of a preater miasure of control of the lopislatiiro over the 
J'xecutiie in iinanciat and Jiscjl maffers in relation to India 
The study of the builpets m the follmvinp pages is intended 
to be explanatorj . descriptive as well as OTiticnl. and an attempt 
IS made to approach this subject also with impartiality and 
moderation 

I.NPIAN niDorT, 1933-34 

Tlie budget for 1933-31 was presented by Sip George 
Fchustor, the I'inance Memlier of the GoTornment of India, 
on February 2S, 1933 lie proposed neither fresh taxation 
nor any relaxation in taxation. In his budget «peeeh he said, 
“The story which I have to tel! this year of the public finances 
of India IS a simple and— viewed merely os a matter of public 
finance— a satisf.actory one. The emergency plan, which wo 
,jnfrodHoe<l In Septeniher 1931, w.as designed to produce 
budgetary oqinlihniim for the two jears 1931-32 and 1932-33, 
and now as we approach the end of the second of these two 
yearmnd take stock of the position we can confidently say that 
onr plan has worked.” The year 1931-32 closed with two crores 
better than expected at the time of the budget ui the jirovions 
year with a deficit of 11| crores after providing for Rs. f>S9 
lakhs for reduction of debt. The year 1932-33 closed with a 
surplus of 217 Jnkbs against the eshni.atc of 215 lakhs after 
providing for 081 kakhs for debt reduction. Thus during a 
period of two jears 1931-33 which may fairly be described 
as the two most ditlicnit years for public finance which the 
world in times of peace h.is ever known, we shall not only 
have paid our way, but providcil a balance of Rs. 415 lakhs 
for reduction of dcht. Tina amply justified the great im- 
provement in the creiMt of India. The Finance Member 
8.aid, “ It is interesting to make a abort cojnp,arison between 
the«e results and the forecasts which I gave when I intro- 
duced the emergency plan in September 1931. We then 
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anticipated, after allowing for the normal provision for 
rednction of debt, a delidt of 10*17 crores for 1931-32 to 
he followed by a surplns of 6 *23 ctores for 1933-3.3 and that 
the net amount available for the rednction of debt in the two 
years, after allowing for the deficit on the combined resnlts, 

would be 9-11 crores We now anticipate that the net 

figure available for the redaction of debt will be 4 *15 crores 
80 that we are about 5 erorea below ont original estimate for 
the two years As the combined amonnt involved in the two 
years is about 2C0 crores on each side of revenue and expendi- 
ture, I thint we may claim that our forecast showing a variation 

of only two per cent from the result was fairly near the 

mark.” 


Baaing the estimates for the subsequent year on the 
assumption that the conditions would be similar to those of the 
current year, he had budgeted for a surplus of Es. 42 lakhs. 
This leduitioa of the surplus took into account the follow- 
ing changes • — a fall of about one crore of rupees in the 
customs allowing for reduetoio in imports of sugar and cotton 
piece-goods, and Rs crorcs under salt owing to the disappear- 
ance of a special non-recomng addition donog current year 
resulting from the abolition of the salt credit system These 
reductions on the revenue side were counterbalanced by a 
reduction of Bs 51 lakhs lo the army expenditure and Es 38 
lakhs in the civil expeoditnie lo spite of tbe extra cost of 
Es 51} lakhs and Es 28 lakhs respectively under these heads 
owing to restoration of 50 jier cent, cut in pay. 

The detailed position of the mam items of revenue lor 
1932-.33 and 1933-34 may be summarised as follows according 
to the budget stateineat : — ’ 

B«ve&we in lahhs of 


Customs- 

Budget Estimates 1932-33 
Revised Estimates 1932-33 
Budget Estimates 1933-34 
Incotue-TaT — 

Budget Estimates 1032—33 
Revised Estimates 1932-33 
Budget Estimates 1933-31 
Salt- 

Budget Estimates 1932-33 
Revised Estimates 1932-33 
Budget Estimates 1933-34 
Opium — 

Budget Estimates 1932-33 
Revised Estimatea 1932-33 
Budget Estimates 1933-34 


Rs. 

52,31.27 

52,28.55 

51,24.60 


18,73.38 

17.70.00 

18.23.00 

8,27.71 

9,23,23 

7,58.04 

01.01 
8. 56 
02.69 
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TJcforring to tlie ‘rmance Heads,’ tlio Tinance Jlemher 
said. “ It will bo scon from what T hare said that as regards 
rjnancc Heads there is no prvat change compared wjth the 
revised estimates for the current year Net interest charges 
are down by 51 lakhs, Ilcdnchon and Avoidance of Debt is 
up by 4 lakhs and the net revenue from Currency and Hint 
is down by 01 lakhs Interest receipts show a small decrease 
of 1 lakh There is, therefore, a net deterioration of 15 
lakhs ' 

The figures for two mam items on the expenditure side 

LaVhs ot 
Its. 

CimI Hspendituro — 

nudget Hstimatcs 10‘«-n .. 20.05 

ItcMsed Kstirratcs 1012-31 .. .. 20.89 

Hudgct I'gtmiates 1011-11 . •• 20,53 

In this connection the Finance Member said that there was 
a net 'reduction of HI lakhs on ihc current jear in spito of the 
following facts, first, that we have allowed for reducing the 
cut in pay to 5 per cent . thereby incurring extra charges of 
28 lakhs on these particular Civil Heads . secondly, that wo 
have to meet the normal increments m timc-scile pay which 
still involve an annual addition of somethiog like 15 lakhs ; 
and thirdly, tliat we have to meet new obligatory expenditure 
amounting to about t< lakhs If all tliesc iicms arc taken 
into account it will be seen that the total of the net reductions 
otherwise effected under the normal heads of expenditure 
Amounts to no loss than lakhs ’ It must ho said that tho 
public Is not concerned with items responsible for a decrease 
in savings, but only w ith the saving of 50 lakhs actually eflectod. 


Lakhs of 
Its. 

Mililnrr r3xp"nditur<?— 

Pudget Intimates 10J2-33 nllosiiiiR tor 10 per cent, cut .. 43,74 
Pudl'ot I'stIniAtcs 1933-31 itllowms tor 3 per cent, cut .. 40.20 
The comparison between the two years for the total budget 
is shown as follows: — 


ItcTCnuo . . 
rtpemhture .. 

Itftfancc . . 


Crort» of Hnpees 


1933-31 

Budget 

12t.53 

121 . in 

.42 


1032 

XJUllRct 

120.00 

127.81 


1033 

ne\-i$ed 

127.13 

121.90 

2.17 


The not deterioralion for next year is estimated at 175 
l.ikhs as follows : — 
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Kevenue — 

Custom'? : — (Reduction due to fall allowed for in 
imports of sugar and cotton piece-goods] 

Income-Tax : — (Increase due to removal of ex- 
emption from surcharge on Government ser- 

Salt — (Reduction mainly due to termination of 
tempoiary receipts or temination of credit 
system) .. 

Opium 

Finance Heads — (Net charges including addi 
tional expenditure of 1 on account of past 
restoration of cut in pay) . . 

Commercial Departments — 

Net Revenue . .. .. .. 

Kiscellaneous — (Reduction of 30 due to no 
provision being included in next year's esti- 
mates for Rain by excbauge) 

Expenditure — 

Militarv-Civil Heads • — (Net reduction effected 
m spite of past restoration of pay cut costing 
70} lakhs under these beads as compared snth 
the revised estimates. This net reduction 
together with the reduction of 5 under Irriga- 
tion and Currency and Mint taken on the re- 
venue side gives a total reiluction of 30) 


Lakhs of Bs. 
Better Worse 


1,04 


53 

1,63 

25 

15 

11 

45 

85 


Total 


1,63 3,38 


The suriilus after deducting 175 from 217 is thus reduced 
to 42 lakhs. 

The Cut in Pat 

The Government, testored the cut to the extent of 50 per 
cent whose total cost on the cjvil and army side for 11 months 
was estimated by Government to amount to 108 lakhs and 
taking into view the fact that the exemption of surcharges was 
withdrawn and more tax was expected to be yielded on 
income.s of Gorernment servants below Rs 2,000, the net cost 
of the proposal to the Government was estimated at 55 lakhs. 

It should be said in this connection that the question from 
the point of view of the public is not about the net cost but 
about the total aggregate cost for full one year of the restora- 
tion of the cut ; because m the absence of restoration the 
burden of taxation could have been reduced The action of 
the Government m reducing the cut was highly indefensible. 
Ten per cent was taken off the salaries when the surplus 
estimated was Rs 2 crorcs, bat when the estimated surplus 
was only Es. 42 lakhs the Government had reduced the cut 
by 50 per cent. The Finance Slenibor said, “ The second 
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point i^ this that we roparded a cut in the fixed pay of Govern- 
ment oflicjals fis an extreme mcanorc only to he taken in the 
srry last resort after the effortR of all other feasible measures 
for dialing with the suitation hart been exhausted. Obviously 
a measure whicli is thus only justiRed in the last resort ought 
to be the first to go when any relaxation is possible . . To 
those who think that wc have gone too far or that we ought 
not to liavo taken this step in priority to relaxation of measures 
of taxation, I wish particularly to emphasise that this must 
not be reganlei] as optional eipeniJitiire to be weighed in tho 
balanre against other possible demands on the public funds. 
GoMriinient is not riallv meeting its full obligations as long 
as it IS not pa\ing its fixed rates of pay of its ofiiciaU — rates, 
moreoser. whirh in certain cases are guaranteed by the Govern- 
ment of India Art ” The salary bill in India is very bigh. 
India has been made to jiav mueh more than she can afford 
to pay The service men m India gel more than their com- 
patriots m any other loiintry of the world The salary of 
the I’lnance Jlemher of tho OoverDnient of India is higher 
(lian that of the Chancellor of the nxchequer of Uis Majesty’s 
Oosernment and the Governor-General of India is decidedly 
bettor ofT in thi< respect than any Minister of tho Crown. 
Tlitreforo, the special plea put forward by the Finance Member 
on behalf of the service men was not eonvmcmg. 

The Finance Jlember talked of ‘ sound finance', lie 
said, ‘Therefore, by sound finance I mean a policy which pro- 
shies for the paying of the expeodituro of eacli Vcar by the 
income of each year and does not put on to the tax-payer of 
to-morrow- a burden which is properly that of the tax-payer 
of to-day.’ It is true that expenditure of each year sliould 
be met from the income of eath year, but what if the collection 
of tho income causes nn nnbearuble burden to the tax-payer 
of to-day ? Should there be no consideration of the huriien 
n! the tax-payer of to-day m ‘sound finance’ ? Can he bo 
sqiieered to any limits for any period of time t If the income 
of a business man rannot go up or cannot even be maint.ained, 
be is bound to cut down bi« expenditure and even the salary 
of tho mnnagiT will be reduciil though the latter may have 
been engaged on definite terms. This is real, sound tiname. 
Tlio same principles should be applieil to tho case of Govern- 
ments. Their expenditure should be reduced under certain 
circiimstanres anil they cannot always start with tho idea of 
a tlxinl expenditure to be met by increasing taxation. It this 
is not done, the finance mnnot be raJJeiJ sound- The verv’ 
fact that the cut in the p.iy can bo restored, even partially, 
only when nil emergenej’ taxation is kept intact proves 
that thise s-slariis rannot Ims jiaid by onlmarj* taxation. 
The sc.iles ol pay are guaranteed by the Government of India 
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Act, but i< there any soit o£ guarantee, moral or legal, that 
the poor man in India mil be allowed to eke out a lirelihooil^ 
If mthout paying their scales of salaries at the full rate, the 
GoTernment is not really meeting its full obligation, then is the 
GoTemmont really meeting its full obbgation nhen more than 
50 million people are unemployed and the burden of taxation 
is paralysing trade and industry* The Finance Mcmher did 
not bold out any prospect of n reduction m emergency taxation, 
but assured the service men that ‘what hope is that condi- 
tions mil so improve dnnng the next year that it may he 
possible not merely ♦o avoid retracing the step now taken, 
but to take the further step of restoring the full pay and ajUr 
fhat making a start m reducing the burden of taxation ’ In 
future if finances improTe the benefit should first go to the 
tax paj er, but it will not be so unless full cut is restored. 
Ilhere is the well-known principle of equahty of sacrifice in 
this > The Finance Ilember in his budget statement of 1931 
had said that these surcharges and the salary tut mil eo together, 
but he bad partially restored the one and had held out full 
hopes of restoration in future before touching the other. 

With regard to the incidence of taxation Sir George 
Schuster quoted Sir Walter Laylon according to whom taxa* 
tion in Indio uas only about 0 per cent as compared mth 20 
per cent m Britain and Japan But income also should be 
Compared before coming to any conclunon. In this connection 
the Simon Commission pomted out that the average income 
per head in India in 1922 was less than £^, while the coires* 
pondmg figure for Britain was £95 ‘The contrast remains 
startling even after allowing foi the difference in the range of 
needs to be satisfied ’ (Siwioh Coniniisston JReport, Vol I, Para 
371.) It is thus clear that the lower proportion of a low 
national income may represent » very much heavier burden 
than a higher percentage of a high income. Further, the 
relative burden of taxation m different countries cannot be 
considered apart from the nature of the services rendered to 
the people by the GoTemracot in return for taxation. In 
Great Britain the expenditure per head on education is £2 15#. 
wliereas m British India it is less than 9d (Simon Commission 
Report, Vol. II, Para 23*1 ) If, therefore, in England the burden 
of taxation is more than three times as much as in India, the 
amount spent on education is 75 tunes as much as in India. 

With regard to relief in income-tax, he made a very vague 
statement and said, “ As regards taxes on income ... .all that 

we can promise is that they will not be continued longer 

than IS necessary and that all our efforts will be directed to 
keeping down expenditure, and to preparing in other ways 
for a lightening of this particular burden.” The continuance 
of the reduction of the taxation limit to one thousand and the 



/XDIA.V BUDGETS 


193 


JTinjnt(>nnnc(‘ of tbo surcliaijjos 80 far was hislily undesirable. 
Takinzinto mow the income per head, the Indian ta^-paycr 
fihoiild be Baul to be the hizbest taxed in the world. There 
I'as no justification for lowonnz the tax limit under tho 
eirciinistances and their continuance for any length of time 
was improper 

The best \\a> to balance the biulzet was to reduce the 
iniliiars expenditure Sir Ocorge Schuster said that Sir 
Walfi r had wished it to be reiliiecd to Us m crores in ten j-ears. 
while tlie Cioxernment of India had reduced it to 10 crores 
within three years That is true but firstly, Indians cannot 
accept as gospel truth the limit laid down by Sir Walter 
La.iton .and secondly, the reduction has not even been coni- 
inensur.iti' with the tremendous fall in thcprieis of commodi- 
ties The inihtarj expenditure of India m 191.V14 was 29*84 
crores and there is no reason why it rIiouIiI not be immediately 
reduced to this ligiire Taking info \iew the budget estimate.s 
for lOTT-M and the milif.irj' expenditure for the ‘‘amc 
jenr, the figures aro 121 '*2 erores and 10*20 crores respcc- 
tnelv which means that more than one third of the revenue 
IS still spent upon the army or more than .'iO per cent, 
is oaten awav bj the military and civil heads Of course, 
an increase m puliic expenditure is not always a cause for 
regret ami alarm and as the late Mr OoV,halc pointed out In 
ills written evidenee liefore the Welby Commission, 1897, 
‘cverj thing depends in this matter on tho nature of the pur* 
posis for which tho increase has been incurred and the results 
produced liy such outlay of public money . . . .While increased 
expenditure m otlnr countries under popular control. .. .has 
helfvxl to bring’ increased strength and security to the nations, 
and increased inlightennient and prosperity to the people, 
our continually increasing expenditure has.... only helped 
to bring about constantl}: increasing exploitation of our natural 
n'soiirees, has retarded our national progress, weakened our 
natural defences and bunlcncd us with undefined and indefinite 
fin.inenl Inbilitios.’ We must beware of making a fetish of 
military clficiincy and mnember that a very poor country 
like India cannot afford to spend so much on military as is 
being done by the Ooremment of Indhi. 

The Tinance Memlier made provision in the budget for 
x\nr debts for the current year and for the next year amounting 
to There was no nml for making this provision 

when it was not known whether T.ngland would demand it 
that year or next joar and when there was the I'ossibility that 
Australia. South Africa and fanada would either not pay or 
express inability tn pay the debt. The ITnance Jtember 
pointed out that without (his provision, it would have been 
unsound finance. Hut then, it is not clear why no provision 
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was made for India’s reparation claims also. In this connec- 
tion in reply to an interjection of Sir Cowasji Jahangir, Sir 
George Schuster remarked, ‘ Uiifortunatoly one must suffer 
for being Tirtuous We arc good debtors while those who owe 
us may not be in a position to pay.’ We are good debtors 
because the Government can Ic^tt taxation to any extent io 
utter disregard of Indian pnblic opinion. 

STAiiP Dpt? os Cheques 

A proposal was made for reimposing the stamp duty on 
cheques for a period of three years which was estimated to 
produce a revenue of about 7 lakbs for one year and a largo 
part of the proceeds was likely to go to Bombay and Bengal. 
Happily this proposal was thrown out by the Assembly. This 
duty was abolished from the Jst July 3027 m response to the 
recommendation of the Hillon-Young Commission which wTOte, 
“This charge is undoubtedly an obstacle in the way of the 
development of banking in tbo country It probably tends 
to restrain many people from opening current accounts and 
so making payment by cheque instead of cash This .. might 
well prove an important factor in bringing about a profound 
and still more widespread change in the economic habits of 
masses ” (Paragraph 21C ) The Finance Aiember said that 
from enquiries made by the Government of India Jt was clear 
that It had not increased the use of cheques as a means of 
payment ' Tht Report of the Imhan Central Banking En- 
qviry Committee tends to confirm this belief.’.... This was 
a highly misleading statement as the Indian Central Banking 
Committee m very clear and unambiguous language said, 

‘ Evidence is forthcoming from all directions of a substantia! 
increase in the number of cheques which daily pass through 
the clearing houses The recent abolition of the stamp duty 
on cheques appears to have contributed maten.ally to a more 
extensive use of the cheque, not only m the Presidency towns 
and other big commercial centres, but also m the mofussil ’ 
(Para 663 ) In a subsequent speech he did admit that he was 
mistaken regarding the news of the Indian Banking Committee 
in this respect, but none the less persisted in holding that 
the cheque habit had not increased by the abolition of the 
duty. Ills contention does not deserve as much weight as 
the considered news of two expert commissions This pro- 
posal would have been highly detnraental to the growth of 
banking habit in India and wo^d also hinder the establishment 
of the Beservp Bank. (For details see my article in the Leader 
of Sunday, 26th March 1933, p 8.) 

Got® Expoet 

The Finance Member snpported the exports of gold which 
duiujg the last fifteen montbs amounted to 107-01 crores. 
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Up onid that with tlir pm^ent level of merchaniliso exports 
India could not Riipport the present volume of imports simulta- 
nroiioly with mectin" licr external obliprations unless thoj" were 
Rupplcmtnted by the exports of cold. lie claimed that it was 
hencficial for India to use these reserves which lay idle and did 
not hnne anv revenue Acamst CW millions worth of cold 
exported from Hepti mlier 19?l to the end of 1972, Government 
a\as aide to piireha'c 'L "0 millions, £ 10 millions hem" used to 
T'‘pa> forticn loans fernporanlv investeil m India Oat of the 
£ 70 indlions Go\ernmtnt used 1 tlj millions to meet its own 
current r< i|niri mimts and t.*»| nidlions to repa\ stiTlmc loans 
and sfrencthen its resirvts Ont of the lattir the Government 
ii«ed £1‘> millions m n^p.isinc the t'ij percent sterling loan 
maturinc on danuara I, added ahoiit £ M millions to 

Its (iirrenis rcMrccs and ahoiit £9J millions to its treasury 
hil.iiieis He also j"id that ii miplud the substitution of one 
form of 'nurds bj another, nanieh, ui%esfnunts m Postal 
('asli rer’it'<a»»a and Sasme- Itank deposits whieli v ere at 
the record luure of lo crons and I 13 eron'S respecticelv It 
was also Slid that ‘he r.o\« riinieiit could not possibly present 
tfic* mdisiduals from ac Ifinc Ifn ir gohl al profitable rates outside 
India 

In (ouiiection with these argnnients it may be said that 
to export cold 111 payment for inipoils is a d uiserons way of 
liviiia on capital and <loc8 not indicate the prosperity of the 
people, but lh<‘ir lielplessneas , bocaiuse they have been able 
lo keep the wolf oat of the door onlv by the silo of 
Si'fondfy, if msostmcjits base* increisecl, it is because the 
slirewd iinesior of the Indian money market could not invest 
his monej iti industries owm;; to busmes* depression and this 
does not iman tliat the poor Iias-c been able to increase tlii-ir 
in\e«tment8. They have in fact nothing to invest. It is the 
cullisatora who have been forced lc» part with ' distress gold ’ 
and by no stretch of iinatjuntion nu it bo said that they have 
I'nsesfcd tlieir monov in the Postal Cash Certificates and Bacings 
It inks Deposits Thirdly, the c-xport of pold m ra>inent of 
dchts cannot be contemplatc«l with equanimity. We neser 
borrowed money in the form of uold and should not, therefore, 
paj those debts m Rold Tor payinj; only about £ 17 millions 
of the Decemher lustaltnont, t!ic*re svas so much agitation in 
I'.ncland and Indii, theredore, cannot rejird the factor with 
K itisf.iction. If the whole of our external debt is paid in 
pold, probably none of the jeltow inctsl will be left in tlic 
country. Sir George Schuster was not soieinf; Indian senti- 
hfi f.ih) thit am it thrm tmia a? mitch gohl ftiaro 
wen' exported as was done no far, we would still liavo more 
cold tint! we had 11 sears ajro. Pnrther, the Govemmenf 
eeems to he aceunmlntmc nterlinR sc-enrities in the re«erses 
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contrary to the recommendations of the Hiltt»n*Younv Com- 
mission irhich laid down that the securities should be such the 
pnncipal and interest of which should be payable in gold and 
sterling at present is not gold. The argument that by exporting 
gold, India has been able to take more imports and thereby 
increased the potential power of her own customers i? no valid 
argument America, France and England and specially the 
former two countries need this sort of sermon where in spite of 
large gold hoards in the vaults of banks, nothing is being done 
to improve the purchasing capacity of thtir potential custonjers. 
Moreover, to say that the Government could not do anything 
to prevent people from making profits by sales of gold is irrele- 
vant because in 1919 there was an embargo laid on the exports 
of Riher which could have been sold at very high prices m the 
Eastern markets, hut this argument was not remembered at 
that time Public memory is short and this fact w as not 
referred to in the Assembly by the oppositionists. The same 
thing could have been done in the interests of the currency 
situation in the country at present. The Hilton-Young Com- 
mission was afraid of a very adverse effect of the purchase of 
gold by India upon the world markets ; but m the past 15 
months a golden opportunity came for the Government to 
purchase gold without distnrbing the world money markets 
and they could do so if they had the inll to do it. So long as 
retention of gold is the cherished ideal of the Central Banks 
in western countries and they allow only the inflow of gold 
and place restnctions on its outflow, India should also do 
the same Gold cannot be regarded simply as a commodity 
except by the gold mining countries and India must do all 
that can be done to retain her gold resources. 

The Finance Member referred to the ertraordmary power 
of resistance of India when he said, ‘In the first place, the results 
as regards imports combined with the figures of Indian pro- 
duction of such articles as salt, kerosine and cotton piece- 
goods seem to reinforce one of the points which I emphasized 
in mj speech last year — ^namely, the extraordinary power of 
resistance m spite of dimicLshed purchasing power which India 
shows in maintaimng the consumption of certain standard 
necessities of the masses ’ The Government may derive 
satisfaction from the fad that Indians are purchasing the 
same quantity of salt, kerosene and cotton piece-goods as 
before , but this statement cannot delude the Indian econo- 
mists who know only full well that the standard of living of 
the masses m India has reached an irreducible minimum Is it 
that the Fmance ilember ccrald have been convinced of the 
miserable lot of the masses only if they could not afford to 
purchase even a commodity lake sxdtl TYie growing ■unemploy- 
ment, the sale of distress gold by cultivators and the miserable 
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(conoinic pliclit of tlie masvs oouplrrt with the lowest pitch 
to winch trade ami industry liavp fallen m India at present 
are not, it Reerns, enoiich indications of the Rrim realities of 
(conoinic conditions of India 

The liiidcet slinuld liasc lieni Inlanced hy reduction m 
inililar> and (nil cxjk nditim* and In kiepinj the Balarj' bill 
as low as possilile and not liv tlu maiiitenanee of omerRoncy 
laT.ition Tins would h,»se been n*il MHind linanee. but bucIi 
a Bf< p foiibi not « len In thmif'ht of in flie rin.intf ^lomlx'r. 
Our (inlotns nseniu lias falbn and oiir riilwas rtdipts have 
"one down and with all em« rtfeni \ taxation nieisures remain- 
in;; as la fon . the Kiirplus of JI7 liklis shown in the revised 
esliiiiates for the eurnnl \eir will be ndiutd to a surplus of 
I'J lakhs. I f . tlie Kituation has worseneil by 17") lakhs And Btill 
the (Ji)\ernment ri'fusi to realin that the Law of Itmunnhinff 
I!( Minn h is begun to ft|>i rale fn fa«e of tin se farts the royal 
roid to Bound tlnime In s m ndiumg tlie expmditure and not 
in inuntamins thi abnormalh high le\el of taxation winch is 
kilhn? rniti.ilne. <nf(rprise and piralssmff indiisfrj'. trade and 
husincBs Xhe duts of Indian e»<momists is to offer safe 
ntid sound ndsicc and its accoptame or rt'jettion hos svitli 
the (hnernment 

ISDt.VN IltnOET, 

Sir George Schuster, the Pinance >fember, case a brilliant 
Riirsey of (he eoonomie position of the country in Ins budget 
Rpeeoh and outlined Ins mam taxation proposals In tlic 
ARSombly the budg( t was Blyled as “ distress budget ", ‘‘deficit 
bijilgd", "Ilengal budget ‘ riMlistie budget ”, etc., by 
various ineniliers aceoplmg to the light in which they viewed 
the taxation proposals If one more epithet were pardonable, 
it might be stjled as " disapiminting proposals budget" or 
" cxiraordinary t.ixatmn budget 

According to tbe usin! practice and procedure the Finance 
Jfi-inber gave an nnalyfiis of the Actuals of the past year, Itcvised 
I'sfimnf«s for the curr»nt year and (he Iludget Estimates for 
the ensuing yiar. In conniction with the Actuals of 1912-33, 
it was pointed out that after prosiding f»,8l lakhs for It eduction 
of Deht, there was a mirplus of 1,, ’ll lakhs no that without taking 
into nci-ount I’ediiction of IVbt, the excess of receipts oxer 
outgoings was 8,39 lakliR. The I'lnance Member said, ‘‘The 
net result IS that oxer the two years lumhined we not only 
paiil our wav bo far as budgetary income and expenditure is 
concerned, but in addition proxided a sum of S.ril lakhs for 
llediiction of I)( 1 ) 1 . " 

Tiimifig (o tlic Kcrised Estimates, tin* I'lnance jfemher 
pointed out that leaving out of account the Keduction of Debt 
provision, there would be a surplus of 4,29 lakhs. In tho 
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Budget Estimates for 1938-34 a surplus of 2o lakhs had been 
O'^pected after providing 6,38 lakhs for Reduction of Debt. 
The result v,as 2,84 lakhs less favourable than the estimates. 
This deterioration iias caused by a drop of 5,01 lakhs on revenue 
partly balanced by a saving of 2,20 lakhs on expenditure. 

The fall in revenue uas due to the following items • — 

(a) A Deficiency of 4,38 Xaifts unHer Customs. — The 
Finance Member pointed out that last year's estimates nere 
based “ on the assumption that the conditions of the previous 
year as regards exports and imports of merchandise would be 
repealed, subject to the allowance of a drop of about one crore 
in import duties to cover decreases in sugar import duty due 
to the growth of Indian production and in the cotton piece- 
goods duty where tlie figures for 1932-33 had to be regarded 
as abnormal The results have proved that we did not allow 
enough for these changes” He expected 1,10 lakhs less on 
sugar and on the whole range of textiles, fabrics and yam both, 
the actuals estimated were to be 2,07 lakhs less than the budget 
estimate and 3,03 lakhs less than the actuals for 1932-33, 
There was a falluig off under a number of other heads also, 
It was pointed out that “ the falling off in imports of sugar and 
textiles at least means That Indian prodneers have had a greater 
share id the liomc market, while as regards the general falling off 
in imports, this had been balanced by a substantial increase m 
exports and a satisfactory feature is that as a result of these 
changes India is moving back towards bet normal favourable 
balance of trade in merchandise and is thus diDunishing her 
reliance on gold exports in order to maintain an evenkeel." 

(5) Receipts from Income-tax were expected to fall short 
of the estimates by 93 lakhs. 

(c) Jiiterest and Currmcj/ and Ifint Receipt* were down 
by 74 lakhs This was countci balanced by a windfall under 
tbe head of "Extraordinary Receipts” of 33 lakhs due to 
the repayment of a pre War debt by the Persian Government 
The revenue position may be summarised as below : — 

(-1- = Better — = Worse) 

+ — 

Customs . . .. .. ., .. 4.3S 

Taxes on Income . . . . . . , . • • 03 

Salt . .. .. .. .. .. 20 

Opium Receipts (gross) . . . . • . 30 

Interest Receipts - . . . • . • • 23 

Curreney and Jlint Receipts .. .. .. 51 

Otheriieads .. •• •• 32 

1,21 0,23 


- 5,04 
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Comm" to the prospects of the expenditure side the Finance 
3Iember said that stnct economy ui expenditure was being 
enforced The continuance of the 6 per cent, cut in pay, reduc- 
tion in the army budget, etc., irere referred to by tiim in a tone 
of optmiLsm and approbation. He referred to the fact that 
the net Defence Budget came down to 41,3*? crores for I934-3i 
and that the total net expenditure came down from 93.-0 crores 
in 1930-31 to 7G,c,l in 1934-3’> (estmutes) 

Peoposals fob 1931-35 

The mam proposals for 1931-3"» ar«» as below — 

(1) tSugai Lxme Duty at Re I-.3-0 xier hundred weight 
which sras expected to yield 1 ,40 lakhs 

(2) Ketufd Di'fie* oit Tobacco nnd Cijarcftos which were 
expected to jneld 30 lakhs. 

(3) SMuctioo til thf Import Duty m filter from io 5 
annas per onnee, net resenneexpecred to he t lakhs. 

(4) 4« Lxn»e Duty on Slalches which wa« expected to 
yield \'47 lakhs 

(3) Rtmed Fo$tal Datcn including : — 

(a) A redaction in Die uiitial weight ot inland letters from 
2J to I tola coupled with a redaction in the charge from anna 
to 1 anna In the first year, alloinng for a recorery of 10 per 
cent, in traffic, it was expected to lUTOlve a loss of 27 lakhs in 
rerenue 

(b) The remission of the extra pie per fire pice embos'ed 
envelope 

{e) ReiLsed postal rates on packets where the initial 
charge on inland book packets for the first " tolas had been 
increased from 0 pies to 9 pies 

(d) Revised charges for telegrams. A minimum charge of 
9 annas for a telegram of 8 worts had been fixed. This had 
neees'itated a change in the case of express telegrams also for 
which the charges are double those of ordinary telegrams 

(6) Abolition oj the Export Duty on Eaic Dules expected 
to involve a loss of Rs olakhs 

(7) Handing over half the Jute Export Duty to the jute 
producing provinces whieb next year was expected to amount 
to 1,90 lakhs. About 1,07 lakhs was to go to Bengal, 12^ lakhs 
to Bihar and Onssa, and about 9^ lakhs to -Vssam 

(8) There was expectt*d to be a net improvement m 
revenue of 1,C9 lakhs which would cover the deficiency of 
Rs 1,53 lakhs and leave a surplus of 16 lakhs 

Hem* to BniAE 

Out of the surplus of 4 39 crores for 1933-34 Rb. 3 crores 
was to be used for reduction of debt and Rs. 1.29 crores to be 
utilized towards creating a special fund for giving rebef to 
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lliJiar. TliP prolilcm of rcronstruction treated under four 
lieatU : — 

(n) I'xrnthj, Rfconnirurtxon of Gortrnmrnt Bmldingi, etc . — 
The co«t of the construction of Government property n-as put 
at one crore, half of winch w.w to be provided by tho Govern- 
ment of India as capital expcnditare on its own account. I’or 
the other half tin' Govirnment was to make a loan to tho 
I’roMiirnl Governmtni throush the Provincial Loans Fund. 

(6) /’iiiaricmf Ifrlp to Ltn'nl Itiifiorilux —Secondly, tho 
extensive ilam.iye to the prop* rty of loc.il bodies was put at over 
one ( rare For .ill these purposes «e propose to make a free 
pr.inf from ceiifriJ resoimes. iliif is to mv. from tho special 
fund aln .idv mentiom d vvhu li is to be formi il out of this year’s 
Riiri'liis \s the whole amount was not nicessary all at one 
tune, tlie (iovi rniiient provided in next veirs estimates for 
expondifiiri of onlv T’» lakhs on this aci’ount The Finance 
Memher ii'sured the Ifonse that if more than this could he 
advanta;’! oiish spent «« hIuvII have no hesitation m provi- 
dins the iuhUt'ionul sum re«|Uire«l 

(c) .t*si*frtiicc to Prirrtfc Intliiuhioh — Thirdlj. there was 
the quoNtmn of assistin': priv.it*' mdividiials to rebuild their 
linusf sand sliops The poorest suffenTS were to he provided with 
free cnints from tlie various piiblu relief funds, hut fhc middio 
eh«s people, who would not aveept chanty, were to be provided 
witli huns throiich the Pnivmei.al Government at reasonable 
terms He s.iid. .\t the moment all 1 can saj is that wo 
have eviry intuition of making available to the Provincial 
Govemniont, on tenns tli.u will not Ih' onerous to them, or to 
tho>e who are iiltimatelj to receive the advances, whatever sum 
may he found to be neinhal for this purpose ” 

(dj .tynciiffurul /'ref/frmt — I’ourlhlj , there was the a^ri* 
eiiltur.il problem and vast daiuasc was done by the cartlifpiako 
to aCT'ciiltural land over wide areas of North Ihhar due to 
deposit of sand. The b.alance held by the Pihar Government 
in Ihdr Famine Itelief Fund could lie properly rrjmrdeil as 
av ail.alde and lieyond this the Provincial Government w as assured 
of IJk* fVntr.il Gorernmenffl runnel'll support in any further 
action. “ lint sonic portions at any rate of tho cano cannot 
he de.alt with in this way, and the Provincial Governments are, 
therefore, providins the coniitry nulls and other equipment, in 
order to convert it into yur. We have informed them that 
we are prepared to hear the whole cost of this measure from 
central revi nnes ; it will probably not exceed five lakhs.” 

llervrdin" the borrowms programme for lOlt-S") the 
Finance Member s.iid, "We have already dealt w ith all the loans 
the niatuntv «l.ati « of whieh alTonl us an opportunity of convert- 
ing them. The only securities actually matiinns for repayment 
next y« ar. are the I J jx r cent, bonds of w Inch 12.03 lakhs have 
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already been conTcrted daring the current year, leaving a 
balance of 13,00. In Kngland there is nothing. If we allow 
for receipts of 11,50 lakhs from the Post Office Cash Certificates 
and Savings Bank deposits as agamst 1C, 90 durmg the current 
year, this will mean that after taking into account the 2 -85 
million balance of per cent sterling loan which has still to he 
paid up, we will not require to float any regular loan either in 
India or m England .... We have two large loans which we 
have the option to repay m London in 1935 and 1936 amounting 
to £ 29 millions or nearly 40 crores We have also the 4 per 
cent, loan 1934-37 in India amonatmg to 19,64 lakhs, the 5 per 
cent. 1935 Bonds amonnting to 11,43 and the per cent. 
Treasury Bonds also payable in that year amonntmg to slightly 
over 16 crores which it may be possible to convert if conditions 
are favourable.” It was also pointed out that though the posi- 
tion was strong m respect of sterling reserves, they would he 
further fortified if conditions were favonrable. The rupee 
treasury bills in the Paper Carrency Reserve might be replaced 
by sterling securities and a corresponding increase in public 
borrowings might be necessitated The budget provided for 
30 crores outstandings of treasury bills held by the public for 
the subsequent year. 

GeNEBAT. COMIIEKT 

Concluding his survey the Finance Member said, " India’s 
-financial position in its strength challenges comparison with 
that of any country m the world In these times of increasing 
economic nationalism, there is no country that has brighter 
prospects or greater potentialities for economic advance than 
India with her own vast market and with her place in the 
British Commonwealth of Nations ” It should be said that 
the Finance Member depicted a much too brighter condition of 
India’s economic jiosition than was actually warranted by 
facts There might have been brighter prospects or greater 
possibilities for economic advance m India than m other coun- 
tries, but the actual economic prosperity was far less probably 
than m other countries taking mto view the amenities provided 
and servites rendered by the State. 

Durmg the previous five years, abnormal taxes amonntmg 
to about 45 crores were Jinposed but it cannot be said that 
there had been a proportionate increase in economic prosperity. 
Was there a fro ianto increase m the amount of money spent 
on education, sanitation, public health, social insurance, 
etc ? In other countries the State is spendmg a very large 
sura of money on social msarance. According to the World 
Lconomie Surrey for 1932-33, “ The number of -workers covered 
by compulsory insurance schemes has been estimated by the 
International Labour Office as over 38 millions, with a further 



I.VD/A.V BUDGETS 


203 


thrco nnd a bait millions rovcrwl by voluntary scliemos. . . in 
jroiiorat, tlip fundi arc cicrivM from contributory systems 
m whicli the State suhsidises the contributions of workers and 
etn|tln5ers Tlio increaMM payments caused by the depression, 
together with shrunken receipts, base necessitated an increase* 
in titati' subsidies or adsancos m most compulsory insurance 
scliemes " 

■■Despite the strain thrown on the funds nnd the heavy 
bunlen of supplementary relief, the principle, not only of 
unemployment, but of other forms of social insurance, is stoutly 
defended nnd seems to have won proum! — for evample. m the 
United Ptati s The State of t\iseonsin has alread)' adopted 
lepislatinn for tins purpose, nnd if seems eerfnm that more 
etiTiipreliensise lepislation will Ik* initiated m the near future ” 
(Up 11.1. Ill ) 

In the I'nited Kinpdoni evpendiinre out of the unemploy- 
ment fund was L "d million diirmp the yiar li_>i-2.',. of which 
JS ,} per rent was contributed In the Mate In 2911-3J, 
the total had ri«en to £ U2(> million, of which 72 per cent was 
Contributed bj the State Tliesj. sums were m addition to tlio 
heas> liiirdm carnect bv the local aiithoritus In (Jermanv 
in lull, the expenditure on imeiiiploymeiit relief was R JI. 
2.331 millions, of which percent was borne by Pederal and 
Slate (loverniiicnts (n the Netiicrlands. uncmpfojment 
espenditure rose to 2 1 fi tmllioii florins in 1031 from 5 2 million 
llorins m lOJi. of which .32 per cent was borne hy tho Gosern- 
tmiit. In Switrerland the tmures rose from 1 (> million franca 
in 1''2 1 to .37 0 millions in 10 H. of winch “il per cent, was borne 
bs till public authorities Thus it is clear that the relatno 
pressure of taraliofi in different countries c.annot he considered 
npart from the nature of the sersices rendered by the State to 
the people m return for the taxes lesusl. In India the Gmeni- 
ment turned down the pro|K>s»l for social msunnee on prounds 
of eionnmy. 3'here ts no system of old apo pensions, social 
msunnee, i tc , in 7ndi.a as ronipared to other rounfries. Rren 
statistiii of iineinployim nt nn* not eomptled m any scientilic 
manner and thus the extraonlinary mchase in taxation, 
nmniintmp to .about f.3 crores dunnp the last five yc.irs, docs 
not se<m to has e implied n com'spomlinp increase m sersices 
rondi r« d by the State like those m countries named above. 

Rxcisr. Dnv ox MsTciira 

Tbe rimnre Mt miftr matir a to kry excise duty 

on matebes to the extent of Rs. 2-1-0 per press of boxes to 
inable the Government to pse hall the jute export duty to 
the jute-pn><lncms provinct's. Tlie proeeoils of this duty would 
be pooled in a common fund and divided amonp the States and 
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provinces on consumption basis. The States -would also be 
in-vited to levy in their o-wn territory excise duty on matches. 

The Match Excise Duty Bill was referred to a Select Com- 
mittee which recommended an excise duty of Re. 1 per gross of 
"boxes containing on an average 40 matches The Select Com- 
mittee -write," We hold that the dnty should he at the correspond- 
ing rates for matches in boxes of fiO and for matches m boxes 
■of 80 and that classification of matches according to these 
standards is most suitable and convenient from the administra- 
tive standpoint.” Rebate was recommended for the cottage 
industry in response to the recommendations of the Tariff 
Board, vide paragraph I.'IG of the latter’s report 

The dissentients objected to the recommendations of the 
majority on the following grounds : — 

Firstly, “ All the Indian States Jiavmg match factories 
within their temtory have not yet consented to enter mto an 
agreement with the Government to pay into a common pool 
the proceeds of the excise duty which they would collect from 
their States Such States as do enter into agreement arc to 
receive back from tlic common pool an amonnt calculated on 
the population basis.” This is not tegaided equitable because 
-the difference in standards of living m Bntish India and Indian 
States la considerable and the consumption of matches in British 
India must be greater than the ratio of population " The 
States in India which have no match factories within their 
temtory are going to be allowed to enter into agreement -with 
the Government whereby they are to get their proportionate 
share of the excise duty from the very start in return for the 
undertaking that they will levy the excise dnty when a match 
factory or factories an* conslructed in their States ’’ 

Secondly, “ The excise on matches to be collected m all 
units of the Federation -was considered to be one of the most 
valuable sources of revenue for the future Federal Government. 
If all the States are to be given the privilege of sharing this 
revenue immediately, it will be most difficult in future to get 
them to give it up for the benefit of the Federal Government.” 

It may be said that the match excise duty would penalize 
the consumer or neutralize protection to a certain extent and 
thus retard the development of the growing nascent match 
industry. 

Sugar Exctse 

The Finance Member proposed a duty of Re 1-5-0 per 
hundred- weight which according to Ins estunates would give an 
yield of Rs. 1,47 lakhs Oat of tins one anna per hundred- 
weight amounting to about 7 lakhs -would be distributed among 
the sugar-producing provinces to form a fund for the purpose of 
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assisting the organization and operation of co-operative societies 
among the cane growers to help them in sccunng fair prices, or 
for other purposes directed to the same end. 

The Finance Member pointed out tliat the Tariff Board had 
recommended a basic import duty of Rs 7-4-0 per hundred- 
weight and that with the Burchai^te of Re 1-13-0 the duty was 
Rs. 9-1-0 per hundred-weight. This would leave a margm of 
Rs. 7-1 2-0 per hundred weight which ho considered adequate. 
This was designed to prevent ovcr-production, to give the cane 
growers a sufficient advantage and to get adequate revenue for 
the country. He said, “We trust, however, that as a result 
•of the legislation which we propose to introduce, the immediate 
position of the cultivators would he protected, while taking a 
view of the more distant future we have been compelled to the 
conclusion that if the present conditions are allowed to continue 
there is a danger of over-production which might, in the long 
run, bring disaster to the interests of cultivators and manufac- 
turers alike We believe that the measure of protection which 
will remain is sufficient to allow all reasonably well-organized 
■factories a fair margin of profit after paying a fair price to fho 
■cultivator, and here again w© feel that m the long run the 
industry will enjoy a more healthy life and growth if this change 
is made now than if the present excessive duty is allowed to 
continue." 

It may be pointed out that the majority of the Select Com- 
mittee to which the Sugar Excise Duty Bill was referred 
recommended a reduction of duty to Re 1 per hnndrcd-weight. 
The Sfajority wrote, “ We have reduced the rate of duty pro- 
posed by the Bill to the rate of Rc 1 per hundred-weight upon 
sugar generally and the rate of 10 as per hundred-weight on 
Khandsari sugar Although wc recognize that the difference 
between import duty plus surcharge now in force, Ra. 9-1-0 
and excise duty, Ks. 1-5-0, proposed on the original Bill 
amounting as it docs to Rs. 7-12-0 per hundred-weight, repre- 
aonts the maximum doty recoramended. by the Tariff Board and 
accepted hy the legislature as measure of protection, we are 
not satisfied that the preservation of difference m this manner 
will produce exactly the sarao effect as measure of protection 
promised. Wc are also apprehensive that the imposition of 
an excise duty of Re. 1-5^ may in the early stages of the 
development of the sugar industry prove unduly onerous and 
check the development. On the other hand, we consider that a 
•iluty of Re. 1 may bo safely imposed. Our reduction of rate of 
duty to be payable on Kiiaodsan engar is prompted by consider- 
ation that there is a lower margin of profit m the case of sugar 
made hy factories orking hy the Khandsari process and that 
•such sugar is accordingly less capable of shonldenn*^ the 
proposed duty. ” ^ 



206 


PUBUC FINAKCE 


The Minority consisting of the Goverainent members did 
not agree and pointed oat that " We feel, therefore, that the 
case for tlie Government proposal has m no way been shaken 
and that a reduction of duty to Re, 1 is purely an arbitrary 
proposal based on no carein] examination of what the industry 
can stand Apart from the above considerations which induce 
us to support an excise duty of Ee, J-5-0 on its merits, we must 
point out that a reduction to Be, 1 would entail a loss of about 
Es 34 lakhs m 1934-35 or Rs 38 lakhs on full year’s working 
at the estimated rate of Indian production for 1934-33 As 
the Indian production increases the loss will, of course, increase. 
Such a change would, therefore, disturb the whole financial 
plan on which the Budget was framed with its proposal for 
transfer of half the jute export duty to Bengal and other 
provinces.” 

“ We consider that Government should be under an obliga- 
tion not to do anything without the approval of the legislature 
to vary their declared policy of maintainiDg difference between 
the import and excise duties at the level recommended by the 
Tariff Board If the excise duty were to be reduced to lie. 1 
then the diSercnce would he in excess of this level even in the 
present conditions when the selling price of Java sugar justifies 
an additional margin of eight annas We consider that the 
Government should be free to reduce tin's difference to that 
leeommended by the Tariff Board without bringing the excise 
legislation under review.” 

It may be pointe<l out that the Sugar Excise Duty Bill as 
originally proposed by the Goveroment was passed by the 
Legislfttise Assembly Md the proposal of the Majority of the 
Select Committee which was styled by the Minority as “ purely 
an arbitrary proposal baseil on no careful examination of what 
the industry can stand ” was rejected. 

A grave injustice was done to the Indian sugar interests by 
the passage of the Sugar Excise Duty Bill and by fixing the 
excise duty at Ee 1-5-0 per Imndied-woiglit. 

Basis op Peotective Ddtt 

There was some misunderstanding about the recom- 
mendations of the Tariff Board regarding the basis of 
protection to the sugar mdustry. The protective duty that 
was recominended by the lanff Board was Es 7—4-^ per 
hundred-weight on the imported sugar on the calculation 
that Java sugar at the ports would be sold at Es 4 per 
hundred-weight. It was also assumed that the price of 
Indian, fantoty-mado 8U©ir would be Ks. 8-12-0 per maund 
m the beginning of protection period and that moiassea would 
fetch Ee. 1-8-0 per maund. Molasses fetch nothing and 
are becoming a liability for factories. It is, therefore, possible 
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that some factories may have no option but to close dosra not 
because of any inherent ineflie!en«T in the beginning, but 
because of a penalty imposed by the excise duty. The internal 
competition lias resulted in a lowering of prices and a decrease 
m profits 

Indian sugar cannot withstand competition of Java Sugar. 
Java IS supposed to have a large store of sugar and the imposi- 
tion of the sugar excise on Indian sngar mdustry is likely to give 
some advantage to Java sugar Further, if Java goes off the 
gold standard conditions will become highly unfavourable for the 
Indian industry and possibly the Government of India might 
then have to bring into operation the Safeguarding of Industries 
Act 

■Much has been said about the high profits made by the sugar 
concerns Profits have been made by the older established 
concerns which have been able to survive the lean years and 
if an average were strnck, it will not show a higher rate of return 
on capital than in other industries 

The Finance Jlember pointed out that the excise duty 
w ould check cr production which was rampant m India. It 
is the internal competition and not the excise duty which is a 
better remedy for ovcr-production if it really exists and it was 
therefore unnecessary for the Government to interfere with the 
inexorable economic law to chock over production Granted 
that there was or is a tendency to over production the question 
IS whether an excise duty is the real remedy. In other coun- 
tries this device is not followed to check over-production. The 
surplus produce could have been sent to other countnes. The 
remedy for over-production is not a curtailment of production, 
but to find out new markets and to develop the purchasing 
power of the people to consume more sugar In place of pursu- 
ing these remedies, the Govemraent had chosen to penabze the 
industry. If really tliere was over-production, why should 
the Finance Jlemhcr estimate that one lakh tons of Java sugar 
would come into India f If there was no over-production, the 
excise duty would check the expansion of the industry to the 
full requirements of the country. 

The cane grower would lose much. He can get better 
prices from sngar factories in the absence of handicaps like 
the excise duty than if the latter are m operation. In the 
Tariff Board Beport it was laid down that the sugar industry 
included the cane grower, the manufacturer of gur and of all 
other indigenous forms of raw sugar, as well as the manufacturer 
of white sugar. All these branches of industry use about 50 
million tons of sugarcane annually, and of that quantity, about 
0 million tons are crushed m white sugar factories. Any dis- 
ad\ antage to the factories would also react unfavourably on the 
cane growers. 
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A section of the Minority of the Select Committee do not 
accept the statement of the Finance Member that a redaction 
in duty TTOuld lower the estimated revenue. They write as 
follows • — 

“ The FmanceMemberestimatedthathe would get Es 1,4" 
lakhs by imposition of this excise dirty at Re 1-5-0 per hundred- 
weight We consider this to be an under-estimate. Owing 
to the growth of new factories in the current year we estimate 
that at least 7,50,000 tons of sugar will be produced as against 
the Government estimate of (5,48,000 tons Moreover as the 
Government estimate did not include Khandsan sugar which 
amounts to nearly 2,50,000 tons and of which at least 60 per cent, 
is produced by factories, the total amount of revenue at 
Re 1-5-0 per hundred-weight would come to Rs 2,36,25.000. 
In a taxation measure it is the duty of the legislature to see 
that no more revenue is granted than is asked for by the 
Government ” 

“ We find even on the basis of Re 1 that Government 
would get at least Ks 1,47 lakhs that they have budgeted for. 
Increase in the initial production of sugar has an obvious bearing 
on the imports of sugar But the Finance Member has estimated 
this 1 ear’s imports to be only 110,000 tons as against the imports 
of 370,000 tons during the last year There i* no possibility 
of the estimated figure of imports being reduced owing to 
increased internal production particularly in view of the fact 
that due to imposition of excise duty the competitive conditions 
will be keener and that, as estimated by the sugar technologist, 
consumption of sugar mil al«o be larger.” It is thus clear that 
the duty as passed by the Assembly was unnecessarily high. 

As^ISTi^cc TO Bcnoal 

The proposal to give financial assistance to Bengal on the 
ground that " it has been rccognued m the IVhite Paper and 
the Government of India is also prepared to accept a similar 
conclusion” was unjustifiable on prmciple Further, merely 
because Bengal has been incurring deficits at the rate of about 
2 crores annually is no ground for taxii^ the general tax-payer. 

It IS a premram on inefficiency, extravagance and unsound 
finance, and this is bound to arouse inter-provincial jealousies. 
This IS a bad precedent and on this prmciple Burma deserves 
half the rice export duty, Assam half the od export duty and the 
sugar-producing provinces half the sugar excise duty. 

The budget would really have been a deficit budget but for 
theraidontheDebtRedemptionFond. There was still a very 
great possibility of reduction in the mihtary expenditure. The 
demand under the defence head, for next year was Rs. 44 *38 
crores. The expenditure on edneation, health and medical 
services is very small. In J929-30 the defence expenditure alone 
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\ y\as 55 CTOTes, la^r ant] order, jnstice, etc., 27 crores and ppnsjons 
7 crorcs. Education accounted for 13 crores and health and 
medical services 6J crores. (Zntliam Statutory Commifston 
Tiepoft, Vol IT, p. 215.) 

The views of the Indian Statutory Commission on military 
expenditure burden in India may be quoted below — 

“ An outstanding feature of this summary is the liigli 
proportion (624perecnt ) which current expenditure on defence 
bears to the total expenditure of the Central Government — a 
higher proportion m fact than m any other country in the world 
. . . It H more significant that even when account is taken of 
provincial and central expenditure together, the ratio (311 per 
cent ) IS still a very high one This ratio is high m part because 
other lands of expenditure are low 

“ Security i«, of course, essential, if production is to develop, 
but it cannot be claimed for crpenditure on defence either that 
it la a mere redistribution of income or that it promotes produc 
tivo efficiency Indeed, econonucaily speaking, it is the most 
hurdensomo form of expenditure, and this is particularly the 
case where, as in the case of India, the army contains a large ele- 
ment drawn from elscnliore If, fhere/ore, the high ’‘dofenee 
ratio ” in Indian Government expenditure is partly due to the 
low losci of other expenditure, it remains a peculiarly burden- 
some one . . 

“ But apart altogether from the question of other forms of 
expenditure m India, the defence charge is undoubtedly high, 
A rcicnt conip-inson of the military expenditure of the nations 
of tlie world shows that m this respect India is seventh on the 
list among the Great rowers and that her expenditure on arma- 
ments is between two and tlircc times as irreat as that of the 
whole of the rest of the Umpire outside Great Bntian. Again, 
the total is not only high m itself and as compared with other 
countries, but it lias also greatly increased as compared siith the 
prc-War situation. India, m fact, has not obtained any relief 
from the greater sense of world security, which has succeeded 
tlic World War. On the contrary her defence eipenibture 
has risen even after allowing for the rise m prices and has grown 
more rapidly than in other parts of the Umpire. This is 
apparent from the following figures : — 

jMwiamest Expevditure 


(In tmllion £) 
1013 


(Ircat Britain 
India 

Ihe Dominions 


Total 


77.2 

22.0 

0.0 


.. 103.2 


1923 Percentage 
Increase 
115 + 48.9 

44 -f 100.0 

12 + 33.0 


I7t + 58,33 
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" Finally, it la frequently urged that expenditure for the 
defence of India is not a matter th^ concerns India only, but is 
also one which is of vital importance to the Empire as a whole 

and should, therefore, pot be at the sole charge of India 

But It 18 relevant to my present purpose to point oat that the 
total IS at present so large, both absolutely and in relation to the 
Tcvenne of India, as to he a dominating factor in the financial 
situation” (Pp 216-218 of the Bepoif ) 

These facts are self evident and no comment seems to be 
necessary The price-level at present is far lower than in the 
pre-W ar period ; hut the military expenditure has not been 
brought down to the pre-War level which means that nation- 
hiiildmg departments are hound to he starved unless there is 
cansiderahlc reduction in the expenditure on defence 

The reduction m postal charges is to be welcomed, but it is 
not as mueli as it should have been There should have been 
a reduction in the price of the postcard also 

Tlie Finance Member challenged the statement on the floor 
of the Indian legislative Assembly that the Baw of Diminishing 
Botnrns was operaling regarding the taxes in India and pointed 
out that this term had been most abused during the last two or 
three years It may be said that the reduction of postal rates in 
certain eases as effected by the Goverament is a proof of the 
prevalence of the Law of Diminishing Returns Let the pnee of 
the post card also he reduced and tlie yield will increase in 
course of time The fall in customs and income-tax of 4.38 
crores and 93 lakhs respectively was another proof of the opera- 
tion of the Law of Dimmishmg Returns. 

It was also pointed out by the Finance Member that 
scientific taxation would necessitate an increase in taxation 
which would fall on the masses, hut that it would not be liked 
by the House. Increase in indirect taxes would not be bad 
provided the masses have the capacity to bear them and provided 
the proceeds are spent in a way that is most conducive to econo- 
mic welfare. 

The need of the hour is to increase the purchasing power of 
the people by mdustnalization and this is not possible unless 
the Government frame the budget from a different angle of 
nsion This is done in India ]iriniarily with reference to the 
cxpenrliture side which penalizes industries Unless this pobey 
IS changed industrialization cannot lacreaae at an adequate pace. 

Indian Budget, 1935-36 

The Indian budget for the year in question was balanced 
with a surplus , while there was some remission in taxation 
and the pay cuts were restored. The Finance Bill as moved 
by the Finance Member was modified in the Assembly, but the 
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Government ignored the vote of the House end the Governor- 
General use<l his extraordinary powers to certify the Uill. 
The main features of the Indian Finance Bill as oiiginally 
moved by the Finance Member and eventually enacted as 
an Act for the ensuing year were as follows 

1 Beduction by one third of surcharges on income-tax 
and super tax , 

2 Reduction of duty on silver from five annas to two 
annas an ounce , 

3 Abolition of export duty on raw skins , 

J Extension of additional import duty on salt for one 

year 

The revised budget figures for the year 1934-35 were; — 
Revenue 91 crores, expenditure «7-73 crorcs, surplus 3 -21 
erorcs The revised figures were better than budget figures 
by 3 17 erorcs The budget figures for 1935-3() were: — 
Revenuo flO-lO crores, expenditure 88-fi9 erorcs. surplus 1-50 
erorcs. The accrued balance of 3-80 crores left over from 
previous years was allocated b> setting aside ono crorc for 
provincial rural development schemes, fortv lakhs for Road 
i)cvclopmcnt Fund Reserve, twenty five lakhs for Nortli- 
^Vc8t Frontier Roads , and twenty lakhs for rural broadcasting 

Those schemes loft a balance of 2 -Oi crores, a part of which 
was set apart for the civil aviation programme and tho transfer 
of the Pusa Institute to Delhi ; w hilo the remainder amounting 
to 75 lakhs was earmarked as an additional allotment for debt 
ledcmption 

T)ie figures for the three financial years may now bo 
examined. According to the budget of 1931-35, the revised 
figures for 1933-34 were erpecteii to give a surplus of 1-29 
crores; while the actual figure came to Rs 2*72 crores. Tho 
mam causes of this improvement were* — 

1. An unusually laigc number of holders of Govorninont 
Sectintios faded to draw' their interest; 

2. Recoveries from commercial departments were larger 
than expected ; 

3 Forestalling in anticipation of an increase m the salt 
dutj ; and 

1. The nun-realisation of the expectations of a reduction 
in income tax receipts m the areas affected by the earthquake 
of 1934. 

^ISA^CIAI. Year 1934-35 

The revised /erectist tor the year sfiow ed a material im- 
provement over the original budget estimates anti the surplus 
came to Rs. 3-27 crores instead of 10 lakhs. The revenue 
imjiroved to tlio extent of 3-87 crores ; while the expenditure 
deteriorated to tho extent of Es. 70 lakhs. 
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The actna] fignres, excluding railw-ays, may be stated as 
below • — 


(in laXht) 
Budget KeTXsed 
1934-33 1934-35 

Rerenue.. .. .. .. 87.13 91.00 

Expendittire .. .. .. ST. 03 ST.T3 

Surrlu* .. .. .. .. .10 3.27 


The snrv^las on the lerenne side may be explained by the 
fact that Cnstoms contribnted a good deal to improving it, 
the pnncipal items being : — 

(m UJ,ha) 

Sugar .. .. .. . .. 1.38 oet 

Cotton tabncs . . . . . . .90 

Tarn and textUe f&bncs other than eilh .. .80 


There were also increases under motor cars, machinery, 
petrol and kerosene, offset by decreases in the export duty on 
jnte and rice and in the excise duty on matches, the actual 
figure for the export duty on jute being 3.40 laths as com- 
pared with the budget estimate of Rs 3,f0 laths. The other 
Item on the revenue side requiring special mention is Interest. 
In this connection, the head disclosed an increase of Rs. 26 
laths only, which Ti*as made np of a considerable reduction of 
rupee, combined with a somewhat greater increase of sterlmg 
receipts The latter was due to increased sterling balances; 
whde in the case of the former tl*> Government remitted the 
instalments of interest payment on the loans granted to 
Rha-nnlpur State. 

The expenditure increased by Rs. 70 laths mainly because 
of the allocation to Bengal. Bibar and Orissa and Assam of a 
larger share of the proceeds of the jute duty than was ongmaUy 
provided for, tlie revised figures being- — 

(m iakhs) 

Bengal -• •• •• - 119.3 

Bihar and Orissa . - .. 11.2 

Assam . .. .. .. 

It was because originally the match excise was expected 
to be less than the estimates for 1934-35, that the jute pro- 
ducing provinces could not be promised the full amount of 
assistance ongmally proposed The final estimates were 
accordingly baseti on the assumption that those provmces 
would be given only one-thud mstead of one-half of 
the total receipts from the export duty on jute It was. how- 
ever. made clear that in caee the budget as a whole should 
fttrn otrf better tbsa aras then aaticipat^, fie Goremfsent 
would be prepared to mcrease this proportion to one half. 
Henc<“ the position explained above regarding the increase m 
the expenditure due to the allocatioii of the jute export duty. 
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The position tegariins pmts and telegraphs may be 
stated as beloie 

Budget ReTised 

1934-35 1934-35 

Gross receipts . • • " oi 

Interest charges .. 

Balance .. - • * “ 

The vear vrould thus close with a aarplos of Ra 14 lakhs as 
compared with a deficit of Rs 14 lakhs ^.hich was ori^aUr 
anticipated ApparentlT. the Department which, since 192.-2S 
had been working at a loss, was eipected to show a snrplns 
for the year in qnestion. bat the Finance Member explained 
that the po=>ition was not so satisfactory as it looked . becanse 
the Depreciation Fnnd was drawn open to the extent of Its. 2. 

FiNitCTtL Yejj*. 1035-36 
The final position for 1033-36 is as follows — 


RexenTie . . •• •• vv.jw 

F,xpetiditare .. •• • 68.69 

Sorptus .. •• •• •• 

Cornin'* to details, it may be said that the refenne is 81 
lakhs less than the rensed estimate for 1934-35. The most 
impoTtapt head H “Cnstoms," the estimate lor jhich is 
Fs J)1 0“’ lakhs altogether or an increase of Ks. .5 lakhs over 
till- re«<ed estimate for 1034-35 Tlie main variations are a 
decline of Rs. 2 crores in the import dnty on sugar together 
with increa’cs of Rs. 35 lakhs on the sugar excise, of Rs. 65 
lakhs on the match cxti«e and of Rs. 43 lakhs on kerosene 
and petrol. The Finance Member did not expect, and rightly 
so that the import dnty would remain m 1035-36 at the level 
of’ 1034-3.5 and the increased revenue from the exrUe duty 
■would not compensate for this decrease. When Indian pro- 
duction reaches its fnll level, imports of foreign sugar for 
ordinary (onsumption would almost disappear. The process 
nii^ht not be completed during 1035-36 and the figures esti- 
miTted for import revenue and excise yield are Ks. 1-75 lakhs 
aiid Rs. 1-50 lakhs respectively. 

Under the head “ Income tax ” the improvement estimated 
was at Rs. 5T lakhs, the actual figures being Rs. 17, T6 lakhs 
for 1035-36 and Rs. 17,25 lakhs for 1031-35 Under the 
head “Opium,” the estimate -was Rs. 61 l.akhs as compared 
with Rs. 71 lakhs for 1034-35 The interest head showed a 
barge rcsluction amounting to Rs. 1,20 lakhs. 
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welcomed, altliougli tbe sam of one croie of rupees for rural 
economic derelopment is very insi^iUcant, ulnle the reduction 
in surcharges on income tax cannot be said to be adequate. 

Secondly, the statement relating to gold exports is not 
conviaeiag 

Thirdly, certain of the amendments carried out by the 
Assembly should have been accepted 

Fourthly, tlie speech of the Finance Member did not make 
any reference to the acute problem of Tmemploynient calling 
for an adequate and immediate treatment 

Finally, as usual, the Finance Member failed to take 
account of the poverty of tho Indian masses The military 
expenditure has eaten up the largest part of the revenue, while 
much of the remainder i« taken away by the civil and other 
services. 

Indian Budoft, J936-37 

It 13 gratifying to note that in the Budget for 1930-37 the 
overdue relief in taxation was annouDccd by the Finance 
Member The income-tax on incomes up to Rs 2,090 was 
abolished and thus the exempted limit came up to Ks 2,000. 
The surcharge on income-tax and super tax was halved or 
reduced to a third of the original surcharge 171111 regard 
to postal cbaigea, there was on inerease in the weight of one 
anna letter from one half to one tola and for every additional 
tola, the charge will be half an anna 

The relief to the tax payer was delayed so long because the 
revenue was grossly under-estimated both in 1034-35 and 
1035-30 It 18 possible that the rate of economic recovery 
would have been greater, if the income tax had been reduced 
in 1934-35 Last year the Finance Member estimated that the 
final accounts for 1034-35 would disclose a surplus of Bs 3,27 
lakhs , whereas the actual surplus for the year amounts to 
Rs 4,95 lakhs 

FlNAKCiAn Yeah 1934-35 

Last year the surplus for the year 1.034-35 was estimated 
at Bs 3,27 lakhs , but the actual figure conies to Bs. 4,97 
lakhs, or it means an excess of Rs 1,08 lakhs over the revised 
forecast of last year This was due to the following : — 

(1) An increase of Rs 1,50 lakhs in Customs and Excise ; 

(2) An excess of Rs. 30 lakbs on Income-tax , 

(3) An excess of Rs 24 laVh a on Posts and Telegraphs ; 

and 

(4) An excess of Bs. 19 lakhs on Currency and Mmt. 

These were partially counterbalanced by a fall of Bs. 55 

lakhs on salt The decrease in salt was atinbntefl to a post- 
ponement of clearances at the end of 1934-35 ; white the 
increases under the heads, according to the Finance Member, 
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pointed to one cause, namely, tliat the recovery in India's 
economic position had act m more strongly than could have 
been foreseen a year after Under the Customs and Uxeise 
heads, the increases were on imported and on indigenous 
kerosene, improvements in the yield of the export duties on 
jUte and rice, an improved yield from matches and high seasonal 
importations of cotton fabrics, raw cotton and machinery 

Last year, it nas decided to derote the surplus of Its 3,27 
lakhs to various non recurring objects, including a croro for 
constituting a Fund for the Economic Development and Im- 
provement of Rural Areas There was then a surplus of Rs 13 
lakhs The whole of this unallotted surplus was proposed to 
be transferred to the Rural Uevelopment Fund Thus, the 
transfers to the Fund would amount not to Rs 1,13 lakhs but 
to Rs. 2,81 lakhs Out of this Fund, Rs li) lakhs w ere allocated 
for tho iraprorement of the Co-operatii c Movement and Rs 92i 
lakhs for grants to provinces, thus leaving m the Fund a balance 
of Rs 1,734 lakhs 

Fin\ncial Vcar I935-3C 

Tho revised forecast antieipat<?<l a surplus of Rs 2,42 lakhs 
Instead of a surplus of Rs. 0 lakhs This surplus was the result 
of an improrenicnt of Rs 3,53 lakhs m revenue, offset by an 
increase of Rs. 1,17 lakhs in expenditure The actual figures 
are given below 

IR-t Lakht/ 

Diidget Revised 
lOSo^C 1035-36 

Revenue .. . 82.00 8fi 52 

Expenditure . 82.t'3 84 10 

Surplus . C 2.42 

These items are net and exclude railways altogether and 
they may now be analysed. The Kereniie Ride show a an excess 
of Ra 3, .53 lakhs made up as below : — 

1. An improvement of Rs 1,85 lakhs on import duty 
on sugar ; and 

2. An improvement of Ra. 1,08 lakhs under all other 
heads 

The increase in expenditure is made up as below: — 

(Rs. Lakhs) 


1. Fitraordjnarypflyfnenfs .. .. .. 41J 

2. Intercut .. .. .. .. .. 24 

3. Ctttwacy anS 3liat ,, .. ., ..10 

4. Mi«celUneou3 -tdjuitmrnts .. .. ... ft 

5. Civil j\dnunj«trafjoD, etc >. .. .. S2f 
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Posts a'^d Teleguaphs 


The po'5itioa of Posts and Telegraphs may be summarised 
as below — 


Gross Receipts 
W orking Eipezises 

Net Receipts 
Interest Charges 
Balance 


(Rs Lakhs) 
Budget Revised 
1635-33 1 935-30 

11.33 ll.jo 

10 02 10 64 

71 86 

84 SO 

—13 6 


It 13 thus expected that the current year of the Indian 
Budget will close with a surplus of Rs 2,42 lakhs, instead of 
the estimated surplus of Its 6 lakhs according to the Proposed 
Estimates for 1935-35. 


riNAXClAL Teae 1930-37 


The position for the year 193C-37 may be summarised as 
below ■ — 


fRt Lakhs) 

Revenue . 87 3S 

Fapenditiire ■ 85,30 


Surplus .. 2 OS 


The Rerenue side ebows au improTement of Ps. 83 lakhs 
over the Revised Estimates for the current year; while there 
IS shown an increase of Rs 1,20 lakfas on the expenditure side. 
The details of the Revenue side are as follows : — 

Customs — Under this bead, the receipts are estimated at 
Rs 64,82 lakhs This figure presumes a deterioration of 
P«s. 1,00 lakhs under the sugar import duty and an allround 
improvement of Rs. 1,71 lakhs under other heads. There are 
three elements in the calculation of the margin available for 
imports of sugar Firstly, the growth of factory production ; 
secondly, the extent to which this displaces other forms of 
indigenous production , and thirdly, the growth of cousmnp- 
tion. The Finance Member predicted that the result of the 
operation of all the factors would be the reduction of sugar 
imports to a very small extent. “On the whole," said the 
Finance Member, " the best we can do is to assume a figure of 
Rs 2 crores for next year’s yield of the import duty which is 
higher than last year's onginal estunate but considerably lower 
than this year's results are hkely to be." The yield of the 
excise has been estimated at Es. 1,96 lakhs, allowing for an 
increase of roughly 15 per cent, over the revised estimate of the 
current year’s out-turn. 
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Ways ak» 3Iea>s 

In accordance with Section 47 of tlie Reserve Bank Act, 
tbe Government received Rs 43 lakhs as its share of the profits, 
and this sum was included in the revised estimates for the 
current year 1935-36. 

Reipita>ce 

The ways and means estimates for the current year pro- 
vided £26 millions as the sterling requirements of the Secretarj' 
of State The revised forecast stood at £12 millions. This 
reduction was due to the large opening balance which the 
Secretary of State bad on April 1, 1935 Up to the end of 
January 1935, the Bank porchased about £29 millions of 
sterling in ten months of which about fl9J millions was shown 
among the assets of the Banking Department In the Issue 
Department, there were considerable sterling assets in excess 
of the statutory requireTOent and the external position of the 
Rank was thus very strong In the subsequent year, the 
Finance Member expected to call upon the Bank for £41 millions, 
including the repayment of £16-6 milbons of 5J per cent. 
Stock, 1936-37, without fresh borrowing in London. 

Po&T,u, Cask Cebtihcates A^D Savings Bank Deposits 

The 6J per cent Treasury Bonds, J935, and the 5 per cent. 
Bonds. 1935, tnatnred lo September, and the smaller holders 
deposited the funds (bos received by them m the Postal Savings 
Bank Accounts This was responsible for the increase m the 
revised estimate to Bs 9,50 lakhs as against the Budget figure 
of Rs 8,25 lakhs The following year’s forecast assumed 
these deposits to be Rs 8,25 lakbs net, which means the excess 
of deposits over withdrawals. 

Loans to Peov'Incfs 

Tbe estimates for provincial requirements for 1936-37 are 
Rs 5i crores in place of about Ra 11 erores for 1935-36, 
according to the revised figures 

Borrowing Psogsasiue 

The Government took considerable advantage of the Ion 
market rates for borrowing, which prevailed both in India and 
in England dining the year. T»o loans were issued ; the 
first in July for £10 millions of 3 per cent Stock, 1949-52, m 
part replacement of £12 milhons of 6 per cent. Sterling Bonds, 
1935-37. The loan was issued at 98. The second loan was 
issued at the end of .Inly. It was a 3 per cent rupee loan, 
1951-54, for Rg 15 ciores at Rs. 96-8, issued through the 
Reserve Bank Applications for conversion of 6 per cent. 
Bonds, 1935, and per cent. Treasury Bonds, 1935, were 
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accepted in full and irere allotted nearly IiS 13 cores. i’3V 
millions of the East Indian Railway 4^ per cent. Debenture 
Stock, 1935-55, were also repaid during the jear. 

>'ext year there are no rupee maturities, but 10 *8 millions 
of 51 per cent Sterling Stock, 1936-38, fall due for repayment 
and this amount is expected to be repaid without further 
borrowing m London. “This together with the full effect of 
the conversion operations of the present year enables us to 
reduce the estimate for interest charges to Its 9,20 lakhs, or 
nearly Its 1^ croros less than the revised estimate for t’le 
current year “ 

Treasuby Bills 

The Treasury Bills outstanding on Ist April 1935, 
amounted to Rs 18,27 lakhs with the public and Its 36.07 
lakhs with the Reserve Bank, making a total of Rs >4.31 lakhs. 
The Revised Estimate provided for the reduction of the amount 
to Rs 13,99 lakhs with the public and Rs 20,10 lakhs with the 
Reserro Bank, Rs 34,00 lakhs to all by tho end of 3Iarch 1036, 
as against a total of Rs 46 crorcs anticipated m the Budget. 
The outstanding balance of Treasury Bills on Slst March 1937 
was expected to bo Rs 20,10 lakhs with the Reserve Bank and 
Rs. 24,99 lakhs with the public, making a total of Rs. 45,09 
lakhs. 

The surpluses of the two earlier years and of 1936-37 
came to Bb. 0,42 lakhs In 1936-37 the improvement under 
interest heads was over Its 2 crorcs which accounted for the 
surplus in the year These surpluses would be utilized for 
beneficial objects, for assisting the newly created provinces and 
for the reduction of the eurcharge ; while the small concession 
in the postal charges should be appreciated. 

The Assembly had passed two important amendments to 
the Einanco Bill. Firstly, the amendment for abolishing the 
salt duty was carried ; and secondly, that relating to the 
reduction of the price of the post canl to 2 pice was also passed. 
The Government, however, got the Bill certified and the 
Finance Bill restoring these charges was recommended to tlio 
Assembly for consideration by the Viceroy. It was rejected 
there ; but the Finance Bill in the original form became law 
with the help of the extraordiuaiy powers of the Viceroy. 
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Financial Implications of Separation of Burma 

The Joint Select Committee of Parliament on Indian 
Constitutionat Reform lecommraded tiie separatimi o^Burma 
from the Indian Federation, nhich necessitated'an^equitable 
appOTtiDnineiit ol asset^and liabilities between tbe two new 
countries TLe Select Committee assumed “that it will be 
necessary to appoint aome impartial Tribunal ubicb will m 
the first place lay down the principles of the apportionment, 
leaving the application of those principles to bo worhed out 
in detail at a later date It will be necessarj' to include m the 
Constitution Act provisions giving the force of law in both 
countries to the anard or awards issued from time to time by 
the Tribunal ” It was further pointed out that step? should 
be taken for its appointment at a? early a date as was reasonably 
practicable 

In response to this recommendation of the Committee, 
Ilia Majesty's Secretary of State for India appointed the 
Amery Tribunal to investigate into the question. The Tribu- 
nal ■was requested — 

“(1) to adnse as to the basis on which a just financial 
settlement between the Government of India and the Govern- 
ment of Burma when separated should be made , 

“(2) to indicate — 

(i) how their findings under the first Term of Befeijence 

should be applied for allocating to the 

(rovemment of one country or the other the 
possession and control of certain property and for 
imposing certain legal liabilities on the revenues 
of one country or the other , and 
(u) so far as practicable the financial consequences of 
such application , and 

“(3) to advise, m the light of the findings under the First 
and Second Terras, as to fbe lines on. and the method by which 
a complete financial settlement may be achieved between the 
Government of India and Bunna in respect of assets and 
liabilities existing at the date of separation ” 

The question was previonsly examined by the Indian 
statutory Tonimission and an investigation, thereof, was also 
made after the first Bound Table Conference, the result? of 

which are embodied m the Jha airil-Nix on Heport. The 

joint investigators were not able to agree as to the basis of 
adjustment to be adopted in respect of certain charges. Much 
valuable infonuation on the subject is also containecl in the 
Etport of the Standing Finance Conimi»fe of the Indian 
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laul before the Assembly in March 1932, and the 
debater thereon and also in the Jlepwt of the FinancM Com- 
nnllrf of ihe Burma Lrgislatne CoMBciI and the M emorandnm of 
the Oorcrnnienl of Burma. 

The Government of India, in parajiTaph 93 of thoir Des- 
patch, dated 20th September 1930, to the Secretary of State 
for India, siisgestcd that the problem should be solved by 
drawing np throngli mntual cooperation between the two 
Gosernments an agreed statement of the case for reference to 
an "Impartial Tribunal” The Subcommittee of the first 
Hound Table Conference on Burma recommended m their 
Beport dated, lOtli December 1930, to the first Bound Table 
Confirmee a proposal that the case about the adjustment 
affei being explored bv the expirts of the two Government? 
fihouhl. in the first place, be placed beforr the Standing Finance 
Committees of the Indian Legislative Assembly and the Burma- 
Legislatixe Council and that the representatives of the two 
conntnc^ should b<‘ aisociafed with the work of tho Tribunal- 
The first Bound Talilc Conference adopted this rocommenda- 
Uon on thv ICtb January 1931, and it via# further confixtned 
by tilt Bound Table Conference at Us eighth Plenary Meeting 
on the 19th .fanuary 1931. On the same day in his speech) 
the Prime Jlinister gave an undertaking regarding Burma to 
tho tfTect that “ the Government will pursue the decisions of 
tho Sub Committee”. The Joint Parliamentary Committee, 
also as noted above, suggested tho appointment of an 
“Impartial Tribunal” to investigate into the question. 

Tho Secretary of State announced tho personnel of the 
Amery Tribunal m February 1935 and the Indian Legislative 
Assembly recorded Us protest by adopting a motion for ad- 
joiirnment on 2<>tli 3I.ircli 1935 against tho action of the Secre- 
tary of State for India in not adhering to the arrangement 
nrrnid .it on this issue at the first Round Table Conference. 
The Goxernnient of India should indeed have pressed before 
the .Secretary of Stale for the acceptance of their j-ecommenda* 
tions 

Tlio fact, that the representatives of India and Burma 
were not associated with the Tnbunal, has been very much 
resditi'd by the Indian public; and on September 20,1933, 
in its Simla Session, the Indian I^egislative Assembly earned 
a resolution on the IndO'Burma Tribunal Report for the in- 
sestigation of the question by a fresh impartial Tnbunal. It 
would base, therefore, been m tbe fitness of things if the 
ripresmtatives of India and Banna were associated with the 
Tnlninal ; for then much of the bitterness and ill-feeling 
would have been avoided. 

In addition to this handicap, the terms of reference of the 
Tribunal were too narrow masmuch as they were to iniestigate 
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the apportionment of the bmdcn bet«^eon India and Burma 
only and ivere thus precluded from eonsiderin? whether any 
portion of the burden could properly be assigned to the United 
Kingdom 

The Basis of Settlejient 

Under the first head of their terms of reference, the Tribunal 
were asked to ad\use as to the basis on nhich a financial settle- 
ment could be made between India and Burma on an equitable 
basis The Government of Burma liaie advocaled that the 
eiistmg relation between India and Burma i« that of an 
administrative partnership between two distinct Governments. 
Thus according to this Anew, the separated portions should, 
after divi‘«ion, meet the outgoings appropriate to the functions 
performed in their respective femfories The method advo- 
cated by the Government of India is that they would assign 
to each Government a share of liabilities corresponding to the 
central assets of which it gets possession. The balance of 
liabilities remaining would be dmded in a proportion based 
on the combined revenues, central and provmcial, collected 
in their individual territories during a given period prior to 
eeparation 

Begarding the basis of settlement, the considered news of 
the Tribunal are that the existing Govemnient of United India 
is not a partnership between two existing entities It is a 
single Government which will cease to exist after separation 
and thus leave certain assets and babilities behind for distri- 
bution. "It 18 our task to advise as to the method by winch 
these assets and liabilities should be valued at the date of 
separation and in what proportion the two new states which 
will be created by the act of separation should bear the burden 
of the excess of babibties over assets.’* In assessing these 
proportions, the Tribunal did not consider the historical aspect 
of the question and did not enquire whether the terras of the 
past association had been mutually satisfactory. 

The method recommended by the Tribunal (ride para- 
graph 11 of their Report) "is that the whole of the assets and 
liabilities of the present Central Covemment of India should 
be valued on hues which weindicatehereafter; that the ascer- 
tained value of the assets should be deducted from that of the 
liabilities ; and that responsibibty for the balance of liabilities 
shonid be assigned to the new countries in a proportion or 
ratio to be determiued by a general consideration of their 
relative financial and economic sitoation. The balance to be 
so divided should include the habibty for pensions, wbethei 
m coarse of payment at the date of separation or coming into 
payment thereafter as a result of central service before sepa- 
ration. We hold pensionary payments to represent, not an 
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Item ot tlin cost of ciimnt Roscmmcntal actuity, but the 
slischarRC of a liability incurred in the course of past 
actiMtus. and therefore correctly allocable m the same manner 
and in the same proportions as a debt outstanding at the date 
of si*iiaration ’ 

The main criticism tothc basis of settlement, as determined 
bt them, is that they have (jken no account of the fact whether 
the jiast .iRsoiiation has been mutually adsantageous to the 
two foiintrich TJie ({uestion eliould base been ajijjroached 
from a Instnnoal point of mcm, for that would h.iso brought 
the oionoinu asput of the bcpjration problem to the forefront 
anil would h.ui sit the sepamtionists to ponder oser their 
atlituile for si'iiaiatioii liurina should be held responsible 
for till- debt tausod 1)\ the cost of tEie Burmese wars In the 
carlj jears, slie was a delnit proMnioand for many years her 
lailwa.ts wi-ie operatc'd ut n loss A consideration of factors 
like tluse would lia\C‘ made a gieat difference with reference 
to ♦he rcspiitne shans of liabilities of t)ie two countries and 
aim in regard to other «-eoiiomic matters of importance 

V\HATJo> or A^^nx** AM> blABIUTirS 
The terms of reference of the Tribunal required them to 
<oiisidiT the various categories of assets and liabilities to be 
brought into the account. Acconling to tlio new Government 
<]f India Act, existing physical assets such as raibniys ttnd public 
buildings will be vested m tlic Government of the geographical 
nri’.a within which they are located, and Iho responsibility for 
1 he liabilities of tlic Central Government will likewise be 
sillocatod between tho two countries. The great bulk ot this 
responsibility will fall on continental India 

Tho bulk of the liabilities consists of interest bearing 
oblig.itions and tlicy aro gixcn below m detail ; — 

I'ermnnfnt Debt . — Tins refers to debt so described m the 
fmaiiee and Kovemic Accounts of the Government of India 
lo.uing out the liability assumed in respect of British War 
lo.in. It ini’.ins all nipt*e or sterling loans, held by tho public, 
with or without fixed dates of re«lcinplion, and all Itailway 
Annuities, but not Treasury Bdls. 

Aecnrding to the lIoward*?vixon Memorandum tho I’cr- 
inaneut Debt was propo«eil to bo assessed as a habilit)' at tlie 
nominal amount of the x'anous items ; but according to the 

Tribunal “the nominal amount of the debt is, an m- 

accnr.ite mca«uri' of its true bunion.” Tlicy point out that tiic 
public ikbt must include on the date ot separation loans 
iJjJTorjiig wiibly iii reg.ird to rates of interest and dates of 
redemption. These lo.ans range from irredeemable stock 
bearing a rate of interest of 21 per cx*nt. to redeemable loans 
s 
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bearing mtereft at 4i, 5 or o\ per cent. The actual burdens, 
therefore, represented br thebe loans mar differ widely from 
their nominal amounts. The burden of a loan includes the 
sum payable on redemption and also the payments made 
periodically on account of mterest. The Tribunal point out 
that m the case of an iiredeemable loan, the latter factor alone 
IS of significance. 

In paragraph 18 of their Export, the Tribunal hold that 
the liability attachmg to all loans should be assessed with 
reference to the amounts payable in the form of principal, 
mterest or instalments of annuity, np to the date of repayment. 
The Tribunal, therefore, recommend that these Bums should 
be reduced at a uniform discount rate to cqmralent values 
at the dates of separation and that the total of these values 
should be taken to be tic liability at that date. 

This method necessitates the assumption of the date of 
redemption of the loan and of the rate of mterest at » Inch future 
payments are to be discounted. The determination of the date 
of redemption is easy enough according to the Tnbunal- 
Wheie optional dates ate available, it may be assumed that 
the redemption will take place at the earliest if the loan stands 
above par and at the latest if it stands below par, With 
regard to the rate of interest, the Tribunal point out that it 
should represent the average yield, over a period of years 
preceding the date of separation, of the mpee and sterlmg 
securities of the Government of India nith an nnezpired 
cturency, reckoned op to the probable date of redemption of 
15 years or more. This could be reduced from the recorded 
prices on a fixed date m each month, and the result rounded 
to th<» nearest quarter of one jier cent. This rate could also 
be employed m caleulatmg the interest to be paid by Burma 
on her obhgation to the Government of India. 

Tins use of an estimated rate mtroduces an arbitrary 
element mto the assessment of Burma’s liabnity ; but the 
Tribunal jHiint out that a variation of the rate viould operate 
on the annual charge agamst Burma m t«o compensatory 
directions An mcrease of the rate ould dimimsh the present 
value of the total liability and consequently of the net liability 
payable by Burma The net effect, therefore, •Rould be that 
§he ■would become liable for a higher rate of interest on a smaller 
debt and for a lotrer rate of interest on a larger debt. 

Brihth War Loan . — ^Tbis debt differs from the Permanent 
Debt inasmuch as instalments of interest have, for the present, 
been discontinued m accordance ■with general arrangements 
and the sums payable in future are thus nncertam. The 
Tribunal recommended that Banna should be directly re- 
sponsible to the Bntish Govemment for her appropriate share 
of this form of debt. 
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Trcn^uni JiUls arc recommended to be valued at i‘?snc(l 
{iriec plui accrued discount to the date of separation 

Va^h CcTUfti:aita are recommended to be valued at issue 
price plus bonus accrued at tlie date of separation. 

In tbe case of tlio following lialiUities their nominal 
amounts are recommcndeil to tw accepted as their value on 
the assumption that the date of separation will coincide 
with the date to wlueh interest is paid or added to the pnnci- 
p.il Tlieso liabilities include the foIlOMing — 

1‘ost Office Sasings Bank. Deposits 

llalances of Pension Funds 

Ilalanies of Pnnident Funds 

Hpe< lal Loans anil Treasury Jfotes 

ProMiicial Il.ilanc«*3 on uluch Interest is payable. 

Winking Funds for Loans granted to local bodies. 

IfticflfnxroK* Luikitifos — ^Tlieir list was not examined 
bj tbe Tribunal, and ateonlmg to them a final pronouncement 
rcganling the (orrectness of these items could bo made after 
the date of stparation 

Hegarding the Military Itcservc and the Bead Develop* 
mint Fund, the balances under those heads are roeommended 
to be onuttid br the Tribunal 

I’ensfoiis — -Tlio liability of Burma extends not only to 
pensions actually m course of payment at the dalo of sopara* 
tmn, but to pensions commencing after tliat date and earned 
in part by cenlnal services prior to scpamtion. Tins obligation 
would bo aeciirately discharged by tbe periodic refund to India 
of a due share of the actual pensionary payments. But this 
method would be very cumbrous in practice. Ilie Tribunal, 
therefore, recommend “that the liability of Burma should bo 
ascertained as a present Value at the date of separation and 
added to the debt due to tho Oovernment of India." 

Assets 

Coining to the assets side, tho Tribunal considered them 
under s’anous heads. There arc commercial assets includin" 
the railways. These are assets with a direct earning capacit/, 
the e.aidtal cost of which, though met wholly or partly from 
revenue, has been shown ns an olt-set to an equal portion of 
the public debt. 

The Tribuiial considered three methods of saluation with 
reference to commercial assets. The method of T.alij,ation on 
a commercial basis witb reference to earning capacity was 
rejected ns being impnicticable and irrelevant. The method 
of v-Tlu-ition, on ft rephimnent basis, was also excluded from 
consideration owing to practical ditbeulties ; wliilc the method 
of s ablation, on a cost basis, subject to suitable allow anec for 
depreciation w as recommended. The net value assimicd 
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to railTv ays as on Slst March 1933 is Es. IBS -02 crores. On the 
same hasis, the raluatjon attacheil to other commercial asset'*, 
namely, Posts and Telegraphs, Irrigation, Security Printing 
Press, Currency iJole Press, Northern India Salt Department^ 
Forests and Tizagapatam Port, is calculated by the Tribunal 
at Ks 1S45'14 crores at 3i per cent, rate of interest. 

Similarly, the xaluation of other assets is given as below- 
tide the appcndii on page 25 of the Eeporl o/ ihe Tribunal : — 


New Delhi . . 

Jlilitary Lands at Bombay . 

Dead Assets 

Ad' ances to Prormces 

Other Interest-beanng Advances 

Investments of Cash Balances 

Investmenta of Sliding Pnnds 

Cash and Miscellaneous Assets 


Laths of 
Bs 

H.49.29 

2,31.12 

91,50.00 

1,73,03.74 

20,92.48 

1.8S.24 

3.22-49 

31,82.90 


Add' Tlailwavs .. 

Other Commercial Assets 


3.39.20.20 

7,fi8,fll.86 

18,45.14 


Totai. A«»srrs .. 11,29, 2'.2e 


Having indicated the methods for calculatioa of the value 
of assets and IiahUities, the Tribunal detcmune the ratio in 
■bhich the balance of babibties should be divided between 
India and Eumia and then they proceed to caicuJate the annual 
annnity required to redeem the principal and interest in 45 
years 

The total value of liabibties, exclusive of liabilities for 
pensions in issue, has been calculated by the Tribunal at 
14,00,77 *36 lakiis of rupees The total assets in value come to 
11,20,27*26 lakhs of rupees and the excess of liabilities over 
assets thus comes to Its. 2,74,50-10 lakhs. The share of 
excess assignable to Burma at 7-5 per cent, is calculated at 
20,58*76 lakhs of rupees. 

The total assets of which Burma will assume possession 
have been calculated at Rs 48,'»0-93 lakb'*, and the habibties 
for which she will assume direct responsibility come to 
Es 12,95 64 lakhs Thus Ihe value of net assets to be assumed 
by Burma comes to Its 35,55*29 laUis. By adding the share 
of excess liabibties amounting to Es. 20,58*76 lakhs, the total 
is Rs 50,14*03 lakhs Allowing for annual interest on this 
sum at 3J per cent, or Es. 1,82-40 lakhs, the annuity required 
to redeem the principal and interest in 45 years is calcnlated 
,at 2,38*32 lakijs of rupees. This annuity at 3f per cent, and 
3J per cent, rate of interest is calcnlatbd at Its. 2,35*46 lakhs 
and Es 2,33*12 lakhs respectively. The Tribunal, therefore, 
come to the conclusion that these annual annuities at the 
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three* (liiTeront rate? of interest assmii«\ by them wouhl liqui- 
rlate t3»c rlebt of Ihjrma to India in I'l year? 

The ratio in which llurma is to share the o\ce'’S of liabilities 
o\er o"i,ts, has bun caluilatod at 7 "iperient by the Tribunal. 
In i)ara"ra])h r/1 of their Heport, the Tribunal point out that 
It IS not possible to fomiulatc any theoretieal principle, by 
means of which the relative contributions to be levied can be 
prieisih ditermined In paragraph '>i of their lleport tliey 
indifate tlie rrnthod of calculating the relative proportion m 
which the n-latnc contribution is to be home by ntirnia .and 
India The actual existm" lontnbutions for common pur- 
poses base been accepted as tlie natural starlin" point In 
otlui words, the respective proportions are to be represented 
by tin nsptctive contributions of India and Burma to the 
centra) revenues of the cTistin" undivided Government Thus, 
only the fcntral revenues have lieen taken into .account for 
caleiihatuiK the ratio The method of taking central as well as 
provinnal revenues which was advotafed by the Government 
of Indi.v has been rejected by the Tribunal They point onfc 
"tliat in practice our mam guuh* must be the actual admims- 
tmtive and financial organisation of tlic Indian Bmpiro which 
is one under which central obligations are met from central 
rcvcfuios alone and provincial revenues are assigned to meet 
provint lal needs. Wc do not. moreover, consider that w o could 
take cognisance of provmcul revenues lor this purpose without 
bringing Into the account provincial assets and liabilities. 

The giounds ndvanceil in favour of taking the total of 
proTinti,il and central rcvcniicji arc, firstly, that the cTisting- 
division of functions between the centre and the provinces 
IS domestic winch is subject to amendment or revocation; 
sccondlv, that fiic evisiing obligations are ultimately secured 
on all the revenues, provincial and central : and thirdly, that 
the combined revenues offer a more equitable basis for deter 
mining the relative capacity to pay than is afforded by central 
reviniies alone. 

The aiiGiors of the Ilouard-N’i’con Jlcraorandum had 
i vclnded, from their survey of revenues, the figiires relatmg to 
Income tax and considin-d only the receipts arising from 
rii'tomi, Gpnini, Tnbntes and Bailways The Tribunal 
have not excluded the important item of Income-tax; but 
have rightly excluded Ojnuin, whose reieijits are no longer a 
n lev ant factor. The receipts, from Bailways, have been ex- 
elndid both on account of their Uncertainty and also because 
they do not r< ['resent eonlnhutions hj' the inhabitants of (ho 
r»spi-<tive area* in their capacity as t.ax-pajers Their com- 
putations of the direct revenue contributions are thus based 
on rm-ipts from Customs, Silt, Tributes and Ineoino tax 
aftf r 111 ing readjusted. 
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In the ca«c of eu'itoins duties, the Tnbunal point out that, 
OTTing to the geosTaphieal position of Bninia and her reniote- 
ness from the mam centres of Indian mdustiy, ‘ the protective 
effect of the Indian tariff has been very much le'is marled in 
Burma than in Ccintmental India, and it has, in fact, operated 
mainly as a high revenoe tariff In other word*, the visible 
revenue element m Burma’s contribution to the mamtenance 
of Indian fiscal policy has been disproportionately high.” 
Hence, according to theTnbnnal, “ ituouldnotbefair to Burma 
to tale the customs revenue actually collected in Burma into 
OUT calculation without some adjustment to correct the pecuhar 
effects of her geographical situation.” 

On this basis according to the Tribunal, Burma’s real 
contribution for the years 1928-29 to 1931-32 would be about 
8 per cent, of the total central revenues of the Indian Empire. 
In paragraph 61 of their Bcporfi they have held ‘‘that, for 
our particular purpose of amvtng at a just financial settlement, 
the proper ratio in which Burma should contribute in respect 

of the babiiities outstanding at the date of separation 

should be 7 -5 per cent 

It may be pointed out that the ratio worked out by Sir 
Walter Layton was 10 per cent., while the estimate of the 
authors of the Howard-Xixon Memorandum was slightly 
higher. For the reasons mentioned above, the total of central 
and provincial revenues would have been a better basis than 
the central revenues alone. Tributes should have been left 
out of account 5 firstly, because of their non-economic nature ; 
and secondly, because the revenue from the Indian States is 
likely to be reduced by a sacnfice of Customs revenue on the 
part of British India , while Spirit and Kerosene Excise should 
have been taken into consideration The receipts, from rail- 
ways too, should have been included into the account. 
special adjustment is necessary on the grounds advanced by 
the Tnbunal to adjust Income-tax or miy other form of revenue 
to suit the geographical incidence. Such adjustment cannot 
be made with precision and hence it cannot be of much value. 

Even accepting the baS’S of the Tnbunal, the qmnqueniual 
average of 1929-30 to 1933-31 would be a* below: — 


(000 onttUfi ) 


Customa (Gross) 
Income-tax (Net) 

Motor Spirit Excise 

Kerosene Excise 

Salt (1625-20 to 1629-30) 


India iccludins 

Burma Burma 

Rs Bs- 

, 3S.33,57 3.17.92 

. 17,20.03 1,‘=!7,81 

. 2,72.31 2,02.91 

. 2.10.69 1.79.41 

, 5,56,12 K,5I 


Torai. .. 63,92,74 


9,20,62 
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Tlio ratio would then work out at 14 per cent., and making 
Home allowance for miscellaneous considerations, it would not 
fall IhIoh 12-." percent 

The ratio of contribution conld also be based upon relative 
natmn.'il wealth nr income The standard of livjnjT and income 
arc higher m Burma than in India Moreover, the {jrcater 
mineral and forest wealth of Burma anil the existence tlierc 
of a higher proportion of non indigenous interests liable to 
taxation would suggest a higher revenue-producing capacity. 

Some comments may now' he made with regard to the 
principles of assessment of the value of assets and liabilities. 
The limit of apportjonabfe liability has been arrived at by 
deducting the total valne of the assets from that of the liabi- 
lities It may bo said that this limit cannot be calculated 
with fairness to India bv a di'duction of the value of all her 
assets, commercial or other, from tho total of liabilities 

Before considering individual items of assets and liabi- 
lities, a comparison may be made of the amount of apportionablo 
liability ns calculated by the Trjbun.al with that ol other 
ofllciai estimates which prenjeded the Tribunal Against tlie 
estimate of Bs. 27t-50 erores of tho apportionablo liability 
according to the Tribunal, the estimate ol Sir Walter Layton, 
came to about B« 3C0 erores in 1930 . while tho estimate of tho 
Riirnia Oorernment was 240 erores of rupees (ctrfe Government 
of India I'lnanco Department Memorandum m Appendix IX 
of the Drupatch oj thf Goirmnienf oj Imha to the Seerelary 
of fitoie, dated 3ftth September J930, on the Beport of 
the Indian Statutory Commission). The estimate of tho 
authors of the Howard Xixon Jlcmorandum was Bs. 22d 
erores. It may be said that the estimate of the Tribunal 
iiieliides Bs. 87 erores of part-earned pensionary liability ; 
while none of the other estimates includes tho pensionary 
liability. To bring them to the same parity Bs. 87 crorca 
may be dediictid from Bs. 274*50 erores, which would bring 
the estimate of tlio Tnbunal to Rs. 18G*50 erores. This u 
the lowest of all the estimates 

The item Miscellaneous Liabilities might be excluded from 
the list of liabilities on page 21 of the Report of the Tribune}; 
while some items ns Deposit of Local Funds, Balance of the 
Pmkmg Blind on Central Loan Account not covered by the 
credit halanee of the Sinking Fund on Central Loan Invest- 
ment Afcount should Iw included in tlie list of apportionablo 
liabilities. The position of Local J'unds js hJeptJca) juth 
Provincial Balances, and the one item h.iving been admitted 
for ealeulating the apportionablo liability, the other one should 
al'o be treatid on tlie same parity. The case of Sinking Funds 
'not transferred to the Investment Account for inclusion is 
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stT(;ngtlicne<l by the inelnuon ot Sinking Fund Depnsitb, pre- 
sumably rpceived lu resjiect of loans granted to local bodies 

On the liabilities side, the Tribunal hare included part- 
earned Pensions amounting to Rs 87 crorcs for calculating the 
apportionable .liability, while the fully-earned pensionary 
liability of the Government of India, on 31st Jlatch 1933 has 
not been included In paragraph 29 of their Report, the 
Tnhiinal write that “ Borraa’s liability extends not only to 
pensions actually in course of payment at the date of separa- 
tion, but to pensions commencing after that date and earned 
in part by central service prior to separation " The Tribunal 
have not attempted a calculation of this liability, while in 
respect of part earned pensions also the Tribunal in foot notes 
on page 27 of their Report mention that on account of lack of 
material for the accurate assessment of this liability, the 
rough estimate of Bfr Kiion has been adopted for illustrative 
purposes 

The Tribunal did not calculate the fully-earned pensionary 
liability on the ground that it could not be done with precision 
ID advance of the date of separation A large part of the 
statistical appendix of tbcir Report being of an illustrative 
character, an attempt should have been made to capitalise the 
pensionary charge of 1932-33 also. 

In paragraph 83 of their Report, the Tribunal have re- 
commended a scheme of a decreasing annuity payment in 
respect of pensionary liability They write, “tV’e have re- 
commended that the Liabilitv id respect of pensions should, 
if possible, be capitalised. There will, however, be a charge 
coming into course of payment after separation for pensions 
of staff transferred to Burma, the growth of which would 
in tbe normal course be an offset to the decrease m the charge 
for pensions previously in issue There are practical advantages 
in preserving this compensatory actios, winch has the effect 
of keeping the total chaise for pensions approximately constant 
This may, to some extent, be achieved if the liability to India 
IS diachaiged by an annual payment, decreasing by level decre- 
ments over a period of, say, 20 Tears, and we advise that this 
course should be followed ” This recommendation applies 
to the liability for pensions in courae of payment at the date 
of separation The liability for part earned pensions, which 
will begin to be discharged by payment after separation, has 
been recommended to be added to the general debt and to be 
included in the annuity. It may be pointed out that this 
latter course should also be adopted in the case of fully-eamed 
pensions, which should also be capitahsed. 

Attention may now be drawn to the case of the assets 
that have been deducted from liabilities. The principle 
should be that only those assets should he deducted whirh can 
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inc<‘t the intcn-st cliarfft* on their capital outlay All of the 
assit? an* not realizable, while their coirespondin" liabilifio^ 
arc rcdmnahle at Rome date, and till that date tlicr w ill continue 
to be a dead M eight charge on the revonncR of the country. 
Ilcnco, the liabdity on account of Security Printing Press, 
ClIrrene^ Note Press, Vizagapatam Port, New Ilcihi, Bombay 
Mihtarv Ixinds and Dead \ssets is a dcad-wcight charge on 
Indian re\(nues and these .jssels Rhould not be deducted from 
the liabilities to arri\e at the apportionable liability. 

Pcgarding the ' Dead WetK' the Tribunal have recom- 
nunded in paragraiih IK of their Report that an attcmjit 
should be made 'to nuke Bin h ^•sllnl,^fe of their value, on the 
basis of cost as is possible from the departmental records of 
all Biibstantial civil and niilitar\ properties in India and Burma, 
subject, however, to the proMso tliat svliere the information 
13 not nadily a\<ul.d>le no in\esligjlion should be made of the 
records of a period e.irher linn the last .^»0 years The question 
IS why Rhouhl not a similar .itteiiipt be made to take credit 
for tin ‘ dead" liabilities ' <»bsioiisl>. surh an estimate of the 
value of assets for the past liftv ys*ars would very much reduce 
the njiporticmahlc liahdify and if would be \crv unfair to India. 
If tins IS done, then the qmstion of the past association of the 
two rountrus and the contributions made by India to the 
deficit biidgi fs in Biirmn in the past should also be fully 
Insestigated But in paragraph 10 of thoir lifport, the 
Tribunal hold that they "do not think it right to enquire 
whether the terms of the past association have been mutually 
satisfactory”. In mow of what they recommend for tho esti- 
mate of the value of dead assets over the last fifty years, this 
attitude of tlie Tribunal towards a calculation of the past 
liabilities also is not justifiable from the Indian point of view. 

Certain other assets also as advances to Provinces, Other 
Interest-hearing Advances and Cash and Miscellaneous iVssets 
Rhouhl not he taken into account for the purposes of calculating 
the apporfionable Inability. They are in the nature of current 
htisiness, and caidi of these assets has a corresponding liability. 
Tin* cdsances to Provinces represent liability items and they 
often exceed the recoveries of the amounts advanced. Hence 
such assets should not be deducted to arrive at the apportion- 
able liability. 

CURRBNCV PRO\ISIO^S 

Some ob'si rvations may now be made with regard to the 
tiirremy jmrtion of the problem of apportionment. According 
to the Agreenunt between the Government of India and the 
priKiit Government of Burma, the latter country after sepa- 
ration aim is to continue within the Indian currency system, 
and rertain assets and liabilities arising out of tho working of 
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the currency system are to be apportioned The main provi- 
sions of this Agreement may be stated briefly as below ; — 

1 The Reserve Bank of India will manage the currency 
and carry on the banking bnsmcss of Burma 

2 The Bank will issue notes which will be legal tender in 
Burma and not m India, while Indian notes v\iU cease to be 
legal tender m Burma after some time 

3 The Burma GoTeroment will have the right after due 
notice of issuing distinetiTC Bnrman coins, ^^^len that right 
IS exercised, Indian coins in Burma will be retired through the 
Government of Burma The latter Government svill not be 
entitled to receive in retnm the equivalent of the nominal 
value, but must dispose of them m the followmg ways : — 

(n) It may deliver them to the Government of India 
against their bullion value plus the cost of minting an equiva- 
lent amount of new coinage , 

(i) It mav arrange with the Government of India to 
recoin them with Burraan designs and such recoinage will be 
free of charge unless the number and composition of the coins 
are to be materially altered . 

(c) Subject to certain restrictions, the Burma Govern- 
ment may itself dispose of the silver content of rupees whicli 
it does not desire to recom 

4 The Agreement is to be terminable on two years’ 
notice by either side, with a minimum period of three years 
from the date of separation When the Agreement terminates, 
the Burma Government will be free to male its own arrange- 
ments for tiie management of currency and the control of 
credit It would thus be free to sever its connection with 
the Reserve Bank of India It will be bable for the note 
issue outstanding in Burma and will receive a corresponding 
share of the Assets of the Issue Department of the Bank. 

5 If the Government of Burma leaves the Indian cur- 
rency system, she shall have the option of returning currency 
to the amount of the Treasury balances held in Burma at the 
date of separation and of cancelling an equivalent amount 
of her debt to India This portion of the Agreement is not 
favoured and endorsed by the Tnbunal, who recommend that 
no exception should be made in this respect to the general 
arrangement for the redemption of Indian currency. (Fide 
paragraph 79 of their Report.) 

0 The surplus sterling assets of 19i crores and the liability 
of 14 4 crores, being 5 crores of security handed to the Reserve 
Bank and 94 crores of rupee securities issued to provide the 
cover, and a’Ko the net liability of tbe Government of India 
arising out of the past currency or coinage operations shall, 
according to the Agreement, be excluded from the general 
scheme of adjustment, and apportioned between the two 
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countries in a Rperial ratio to be determined from the note 
issue After the initial period, the ratio applicable to any 
year shall be that borne by the average circulation of Burman 
notes to the total a\erage circulation in Burma and India 
eombined If Burma decidoa to sever her connection with the 
Indian curreney Ryatom, she Tconldbc entitled to a share, cal- 
eulated on the note ratio applicable at the time, of the surplus 
assets svhieh would aeenio to the Government of India in the 
event of the liquidation of the Reserve Bank 

The Tribunal have recommended in this connection a 
modilication Thej recommend that all debt outstanding 
on the date of aeparition. and all seeunfies or cash held as a 
result of eurrenrj working, but not the store of metallic silver, 
should ho inelnded in the common account ’ and divided m tho 
proportion in which the general liability is to be divided 

It mav be said that the arrangements in respect of the 
reguhtion hefwien the monetary systems of India and Burma 
are not fair to India Tinge losses have been incurred in the 
past from the revaJiiafion of aterhng seeuritjes on the changea 
m the pantv of the rupee made from time to time and Burma 
should hear a share of these losses No adequate meutiou of 
them 18 made in the Agreement between the two Governments 
and the Tribunal also did not seek to analyse and invpstignto 
tlitm The Tribunal only mention (hat there arc many 
“other Items lc«s readily distinguishable and perhaps loss 
obviously appropriate for inclusion, and an evhaustn'e enquiry 
might result in a list of great length, but of doubtful validity.’’ 
(Paragraph 73 of thoir Itfport ) This is hardly a fair position 
to assume and an investigation of such items is sory necessary 
in fairness to India as well as to Burma The sale of silver 
also in the past has resulted in huge Josses and their c.vtont 
Rhniild be determined. 

The position created by the proposed new Biirmeso 
coinage in due einirse and the obligation to retire Indian rupees 
imposed on India is an unfair liability. The Burma Govern- 
ment will have the right after due notice of issuing Burman 
coins and the Indian coins m Burma will be retired through 
(he frovemment of India. The provision tJiat sueh retired 
coins may have to be recoined with Burman designs by the 
Government of India free of clia^ will impose an unfair 
obligation on India. liven if they are to be delivered to the 
Government of India at their bullion value, the cost of minting 
an equisalent amount of new coinage shall bo defrayed by the 
Government of India. 

Moreover, the possibility that in course of tune Burma 
may sever her connection with the Indian currency system 
introdiiros an element of uncertainty into tho Indian currency 
syRtem which may base vast unfavourable repercussions upon 
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Indian trade and induitry. These provisions require a detailed 
examination, and the Tribunal have not bestowd that atten- 
tion to them which la commonsiiTate with tlioir great impor- 
tance 

Certain heads have been treated m fl very summary manner 
by the Tribunal and the decisions of the Tribunal with regard 
to them require further investigation. These heads are given 
below • — 

(1) The Tribunal have taken into calculation the assets 
and liabihties only of the Central Govornmenf , but it is to he 
seen whether all assets and Labilities of all Central and Pro- 
vincial Governments constituting India and Burma should 
be taken into eonsideration or not , 

(2) The lialiility arising ont of the Burmese tVars should 
be assigned wholly to Burma, instead of only in the ratio of 
7 5 per cent , 

( 3 ) For several years, the deficits to Barman budget 
were contributed to from the Indian revenues, and the quostion 
IS whether they should or should not bo reckoned amongst 
the habililies assignable wholly to Burma; 

(1) Certain liabihties have already been liquidated out 
of taxation in India and the contribution of Burma towards 
them was meagre When the “Bead .tssets" are to be calcu- 
lated for the last fifty years, the question is whether such 
liabihties should or should not be reckoned for this purpose ; 

(5) Whether the valuation of the assets is correct at 
book value Usi depreciation and explanation is necessary with 
regard to the value of forests at Its 12 *25 lakhs ride page 21 
of the JRcport of the Tnbunal It cannot be the value of 
Government of India forests or all forests including Burma 
forests. Perhaps it refers to the forests of Andamans and 
Nicobars, and even then the valuation is incorrect ; 

(6) The ratio of 7 -5 per cent is not fair to India in view 
of the greater potentiabty for population in Burma, greater 
forests and mineral wealth, higher standard of living and greater 
taxable capacity , 

(7) Whether the net assets to be assumed by Burma in 
the share of Bnirna's liabibty and the share of Burma in excess 
of liabilities over assets, should remain as a debt from Burma 
to India, or this debt should be assumed by the United 
Xingdom, which would correspondingly reduce the liabihty 
of Indian sterbng debt ; 

(8) The rate of intCTCst of 3 J per cent, on the debt assumed 
by Burma to India is rather low in view of the fact that it is 
the Government of India’s own borrowing rate to-day ; while 
the lending rate to States and Provinces is much higher. 
In the past, India has paid as high a rate of interest over her 
debt as 7 per cent. ; 
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Tlic qm-stinn was debated in tlie Simla session of tlio 
Indian Logislatne Assembly, when a resolution for a fresh 
impartial Tribunal to inaestisatc into the financial adjust- 
ments between India and Iturma was carried by the House 
on September 20, 191>. the Gosemment remaitiinK neutral. 
In the course of the debate, it was pointed out that the terms of 
nil rend* of the Indo Iturma Tribunal were too narrow inas- 
much as they jireehidiHl them from considenn" whether any 
Inhihtv Bhouhl he borne b\ the I'nited Kingdom or not The 
rimneo Member promiswl to forward the debate to the 
Secret irj of State for India The Oosernment should indeed 
respdt the serdiet of the Indian Legislative Assembly and 
appoint a frisb impartial Tribunal, with which the representa- 
tnes of Indian and Iturman non-oITioial opinion should also 
he assoented, to investigate into the question 

The Amery Tribunal recommend the appointment of an 
Application rommittce consisting of three members to apply 
their principles into practice and to consider, inter aha, the 
following questions — 

■ Tlie determination of the rate of interest to be used for 
the saluation of debt 

The assessment of Ibe capital value to bo assigned to 
slivisililo pensions, both earned and part-earned 

The appraisement of the value of dead assets both m con- 
tinental fniiia and in Rurma 

In place of the Application Committee, the appointment 
of a fresli impartial Tribunal would meet the wishes of the 
Indian Legislative Assembly, and the Government would bo 
acting in response to the scrdiet of the House if they get tho 
question Investigated again by a fresh impartial Tribunal. 



CHAPTER XVIir 


Recent Tendencies in Indian Fiscal Policy 

The industrial revolation m England garc Iier an immense 
advantage over other conntnes in the development of large- 
scale industries. She became an exporter of manufactured 
goods and an importer of raw matonals and food products. 
It was, therefore, to her advantage to pursue the free trade 
policy propounded by Adam Smith in his well-hnown book 
The Wealth of JTations He was so pessimistic about the 
adoption of the lausez Jatre policy that he was constrained to 
remark that it was as difficult to achieve free trade in practice 
in England as to bnng an utopia upon tins earth ; but thn 
achievement was made possible in his own life-time 

This policy was suitable for England , but not for other 
countries whose economic conditions ucre far different from 
those m England. In spite ot this, the influence of the writ- 
mgs of Adam Smith made writers like J. B. Say, etc , believe 
in the uDiveisahty and immutabihty of economic doctnnes. 
The hypothetical character of the laws of political economy 
was forgotten and the umversaUty of economic doctnnes as 
propounded m popular English text books became the order of 
the day It began to be urged that as free trade good 
for England, it must necessaniy be good for other countries 
also 

Enederich List was probably the first of the economists 
ubo protested emphaticaUy against the dogmas and the so- 
called umversal truths of classical political economy. His 
classical book The national Syetem of Political Economy 
was a powerful protest against the cosmopolitan principle in 
the modern economic system, and also against the doctrine 
of free trade, which was in harmony mth that principle. List 
gave prominence to the national idea, and insisted on the 
special requirements of each nation according to its circum 
stances, and specially to the degree of its development His 
remark that though it was true that the wind m course of time 
would carry thistles and there would be forests in place of 
deserts, and that it was no reason why a good forester should 
wait for that favourable wind, but he should himself create 
it, has become classic. 

In India also, during the greater part of the 19th century, 
Government policy was unduly doetrinairc and was sought to 
be guided by the universal pnnciples of pohtical economy as 
expounded in English text-books of the day. In the judgment 
of many thinking people, Government policy in economic 
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tnatt<rs dul not ser^^“ llie best interests of the countrj- The 
politicians actiiscd the Gosemment of sacrificin'; Indian 
riatioml interests for the sate of Imperial or British interests. 
The hte Mr Justice' Itanaele le?el the attack from the economic 
point of Slew with his accustomeel orueiition and in words 
unmatched, at least hj ans other Indian writer, m respect of 
Mgoiir and Imlliaiite He elrew iiis inspiration from the 
writings of List anei he set himself the task of proving that 
eeonomu laws were not unisersal and immutable anel that the 
fiscal pedic}' in Inelu couhl not ignore perahintu’i of Indian 
economic e-onditions, it it was rc'allv to be bentlicial for the 
econoniic eleiejopmenf of the country 

The- Mar gase a natural protection to Indian indnstrics. 
'Dip Indian Munitions Itoanl was established in robruary 
1917, ‘to control and develop Indian resources, with special 
n ferenci' to the needs cre-ated by the Mar, to limit and co- 
eirdinate' demands for artiehs ne>t manufactured and produced 
in India and to appU the* manufacturing resources of India to 
war purposes with the' spe-eial oliject of reducinj; demands on 
shipping Departments of imlustric'S were estahliglicd m all 
the proMnecs as rcteimme neleel by the Industrial Commission. 
The* War-timo stimulus was, however, temporary m cliaractcr 
anil ill course of time, fndian imlustries were subjcctoci to 
foreign (ompotition in the absence of any protective eliitics. 
Under tliese circumstances, the long-standing demand for a 
revision of tariff ]ioUc.v became more insistent than ever before. 
The Jlonlngii-rjie'Inisford Ib'port rightly emphasjseel that 
Indians shoutd have full liberty of deciding their own tariff 
policy and that Government bad no right to force their free 
trade convictions on them The recommendation of the 
.loint-Sclcet Committee im the Government of India Bill of 
1919, m favour of the establishment of fiscal autonomy 
strengthened the ease for protection The Indian Tiscal 
Commission was appointed m October 1921 m response to the 
suggestion of the Coinmitti'c of the Imperial Legislative Council 
of 1920 which was to report on the feasibility of Impenal 
Preference and the futun* fiscal policy of the Government of 
fiidh. 

The Indian I'lseal Commission recommended discriminate 
protection .and laid down the following principles subject to 
which protictioii was to Ik* applieil: — 

the industry must possi'ss some mtural adv.ant.ages, 
such as nil ahund.sut supply of raw materials, cheap power, 
sunicicut labour supply, and a large home market. 

f^erouiCCy, it must he one which cannot at alf develop or 
dcvilop ns rapidly as is desirable without protection 

3inV<lb/. the industry must be RuIIinng from the effects of 
foreign (ompclitioii and under the spur of protection in course 
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ol time, it should be able to face foreign comiietition uitliout 
protection and thus be able to stand on its own legs 
without any artificial prop 

The creation of an expert body known as the Tariff Board 
was recommended to enquire into the case for protection of 
.different industries on application from them to tliat effect 
The Tanff Board was created m lOy, and smee that time, 
protection has been granted to a number of industries 

Thus it may he said that all these steps implied a departure 
from the traditional pohey of laitafzfatrc They also show that 
much could be done in India in the sphere of industrial derelop- 
ment with the active co-operation and assistance of govern- 
ment The indifference of the State towards the industrial 
development of the country has thus been definitely abandoned 
and efforts are being made to proceed along sound lines Xon- 
official opimon, however, would favour even greater activity 
than 13 being displayed by the GovernmeDt to bring about more 
rapid industrialisation of the country With proper State 
guidance, the country can go a long way in the matter of indus- 
trial development within a measurable distance of time. It is 
very difficult to agree with the opinion of Mr Calvert when m 
his book TTeaffA and Welfare of the Punjab he remarks that 
“little bnt failure and disappointment wil] result from any 
attempt to compress six hundred years of the industrial history 
of Europe into a short period of state subsidised activity.”^ 
The rapid industnalisation of Germany and Japan in a very 
short period of time gives the direct and definite lie to such 
a remark 

The progress of the fiscal policy in India has, however, 
not been as it should have been. Instead of a policy of “dis- 
criminate protection,” the steps taken as a whole justify the 
remark that the Indian fiscal policy is one of djscnmmate 
free trade In place of protection, the policy has defimtelj 
become one of imperial preference to which non official opinion 
m India has never subscribed as being m the best interests of 
the country The Steel^Protection Act of 1927 provided for 
an imposition of differential rates on certain iron and steel 
articles with a basic duty on articles of British mannfacture 
and an additional duty on those of non-Bntish ongm The 
opposition in the Assembly did suspect that the Bill contained 
the principle of preference to British steel to which they were 
opposed. The protection granted to the iron and steel industry 
m 1934 definitely provides for preference to British goods and 
the levying of the excise dnty in the case of the industry 
IS m no way conducive to the best interests of the country. 
Further, the Cotton Industry Protection Act of 1930 embodied 
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llic printii»li‘ of iDiiicnat pitfotenw. It rai«!o(l tin* gi-noral 
<ti\ \n\wcin (\nty to ]o por wnl atwl a onnnnutu of .II 
annas jut lb was to In* IpsimI oji plain proj cooils A siHcial 
tuo ilnfj of fnc* jvpr irnt was also imposoil, tin* scope o' 
•ttliuh was liniHeil to non Ilntisli goods The Rafoguardni" 
of till* interests of tin* (onsumer was tin* stock argument of tin 
riovcrnment . but whin the HiH was introduced in the Assembl.t , 
the Goiemment took the estraonlmar^* step of announcing 
in mhanee, (hat tliev wonhl ateepf onJj- Mr ('Jietfi s amend- 
nunl. and no oilier The thnat of the Government to with- 
draw file Itiil. in i ase anj other amendment, for example I’t 
M.ilaviya H amendment, which proposed a iimfonti rate on all 
goods, w.is passed, led the millowiiers to role for the Hill and 
this did jimount to a negation of thi I’lscal Autonomy Conveii 
tion whieh Indi.v is supposed to lie enjoying even .at present 
It IS true th.at the millowners li.ad .iskid for protection 
onlj against •lajnu and this tliev obtained in an adequate 
measure ilut in sjute of the di(lir.(tfori of the Govt ninii'tit 
that the preference to llritisli goods was wholly accidental, 
ninny people susiuct that it was diliberate The cause of 
iinpinal preference c.innot be liilped by a pobev of getting it 
tliroiigli tbe bails door It has been .irgued that tlie preferenoe 
will be interpn ted in I'ngland as .» fro ndh gesture from Jndiji 
and will have* a distinct political value The counter-reply 
IS that the gesture h.is not been «ponf.snPous Its sponfaneitv 
would have been d* (Inile it the olhcial bloe wore neutral and 
tlie inajonty of the flecteil non official members had voted for 
till' imiiorial preterenco policy that was embodied in the Hill. 
Vurtlnr, even it it is granted that the endorRemeut of unporial 
jirefitenoe policy by* Indians would wm the confidence and 
good-will of Ilntish Imsmess interests and would help India 
in lier const It lit lon.il mlvatico, then tn practice it has not been so. 

Ilicr.>T Tnvnr. ACK^.F.3t^.^T8 
It is very important that the country’s economic interests 
should be regulated by Round policies and long-runge visum 
and controlled by im efficient business organisation. This 
will be evident by a line! n'ferc'nce lo the recent trade agree- 
ments intered into on behalf of Indri with the Itntish Umpire 
countries and with Japan. In order to promote her trade and 
to offset the c'lTects of Contraction ill world tr.ide due to the 
upward inovennnt of tariffs, the United Kingdom has been 
trying tn cultivate closer trade relations with the British 
Hominions and llepomlencHs ; and has negotiated an agree- 
tiiinf with tfuni for cfiarging prvfcrenfnif furifT rates m future 
for products ivehangid liotwcen any two Umpire countries. 
The tirst move in this direction was made at the Ottawa Con- 
fen nrrinltMJatwluchtheOoven^ent ol India was aBo 
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Teprp50Dtci\ AraoDg tbe agiements entered into at that 
Coaference, there xras one m respect of India ^^hich committed 
this country to certain reciprocal obligations nith Great 
Britain and irith Empire countries for three years, at the end 
of which penotl, the agreement Mas subject to reconsideration. 

The official rejicrt on tbe results of the year 1933^4 
showed, that in respe^ of scTeral important commodities 
included in the Ottawa^ echeme of preference, the anticipated 
results to India did not materialise The share of the British 
Empire m India s foreign trade has steadily dechned in recent 
years India's foreign trade with Empire countries fell from 
57 •! per cent during the tVar to 45*3 per cent, in 1932-33 
and with the United Kingdom from 41-2 per cent, to 32*2 
per cent Thus the bulk of India's foreign trade is with non- 
Empire countries “and India cannot, therefore, be too careful 
that in accepting coinparatirely minor adrantages from Empire 
countries she does not antagonise non Empire countries and 
jeopardise the prospects of further eipansion of her valuable 
trade with them”. The Agreement uas terminated in due 
course, and negotiations arc going on for a fresh agreement 
^ido Lancashtre ^tgcanicat — In, Sep tem h er pre- 

ferential rates were sanctioned separately for a short period 
for certain classes of Lancashire goods imported into India 
on the understanding that tbe Lancashire manufacturers will 
buy more raw materia) from India and help lior to find markets 
for her products m the Empire countries. The Indian side 
undertook not to press for the reimposition of the surcharge 
on British goods, if tbe same was removed.* 

Ivdo Jopnnene Affrecment.^A trade agreement uas also 
entered into between India and Japan which provided for 
admitting into India 400,900,090 yards of cotton piece-goods 
on Ihe understanding that Japan would purchase 1,500,000 
bales of raw cotton from India Before the War, Japan’s 
proportion of the total import trade of India was only 2*C 
per cent , while it rose to 15 4 per cent, in 1932-33. Japan 
has advanced relatively httle in her share of the Indian export 
trade, which was O-l per cent m 1913-14 and 10*3 per cent 
in 1932-33 These figures show that the advantages accruing 
to Japan are far greater than those to India In the same year, 
Japan shipped into India nearly 000,000,000 yards of cotton 
puce goods Under the Agreement, her mavimum shipments, 
which will depend upon her consumption of Indian cotton, 
will be two thirds of the amount- The balance of 200,000,000 
yards is to be divided between Lancashire and the Indian 
mills over and above their respective contributions in J932-3.3 


* See my article in T/it iJyiore Economic Journal, 1D3J, Vol. 20, 
A'o 1. 
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'^Ifido-Bntish Trade J*aet . — -This Pact -was signed on January 
9, 1935, and was to operate during the continuance o£ the Ottawa 
"Agreement The Indian Government would give full oppor- 
tunity to an industry m the United Kingdom to represent her 
case to the Indian Tariff Board when the case of an Indian 
industry would be under consideration tor protection Further, 
the extent of protection shall not be more than will equate the 
prices of imported goods to fair sclhng prices for similar goods 
produced m India, and whenever possible, lower rates of duty 
would be imposed on the goods of the United Kingdom origin 
Even dnnng the currency of protection, the Government of 
India either on a representation from His Majesty’s Govern 
merit or on their own initiative might make an enquiry into 
the appropriateness of the existing duties and full opportunity 
would be given to representations put forward by any interested 
British industry The British side would consider the steps to 
be taken to encourage the use of Indian raw materials m 
England This agreement was rejected by the Indian Legis 
lature , but nonetheless effect was given to it by the Govern- 
ment In pursuance to it, tbe Textile Tariff Board presided 
over by Sir Alexander Murray was appointed to investigate into 
the case of the cotton textile industry , and it recommended 
a reduction in import duties on Bntish goods These recom 
mendations were immediately given effect to by the Govern- 
ment Later, the abobtion of the Tariff Board was announced 
by the Government on the ground that there was no new case 
to be examined by it. The Indian business and commercial 
opinion was not consulted in the matter , and naturally, this 
step has been taken to mean in Indian business circles that the 
Government has departed from the pobey of discriminate 
protection. That there was no new case for examination by 
the Board was no argument for its abolition ; because accord- 
ing to the Indian Fiscal Commission, the Board was to examine 
the working of protection and make recommendations to the 
GoTPriiment from time to tune for the extension or withdrawal 
of protection. 

These steps taken together go to show a substantial 
change in Indian fiscal policy, which has become one of im- 
perial preference and even of free trade from that of discrimi- 
nate protection This policy deserves a careful examination, 
by some competent ad-hoc or nerm anent body on which the''-s 
representatives of Indian husmess and commercial mterests l 
should have an effective voice. 

In some cases, the protection accorded has been neutralised 
to a great extent by some subsequent action. In the budget 
for 193 1-35 excise duties were proposc’d to be levied on matches 
and on white sugar. This was directly against the intention 
of the recommendations of the Tariff Board which regarded 
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the recommended protection as nectssarj and the levying of 
excise duties does imply inadequate protection. 

India hy international recognition as expressed through 
the League of Nations is <mt of the eight principal industrial 
countries of the world ; bat her industnes arc at present small 
in. relation to the future extension, which they arc likely to 
achieve This development must be along the lines pursued in 
Canada There should be an improvement m agricultural 
production with the simnltaneous enlargement of industrial 
and commercial activity In this development, the active 
assistance and guidance of Government and the ofTieial machi- 
nery must play a very important part Under these circum- 
stances, two criteria are of great importance Firstly, the 
Government should have for its guidance the benefit of the 
beat expert opinion and secondly, the interests which may be 
adversely affected by any proposal must be represented du-ectly 
or indirectly A careful plan of economic development must, 
therefore, he prepared, which should inter alia include within 
its purview the whole fiscal policy of the Government Trade 
Pacts like the Ottawa Agreement, etc , can become very useful 
if they are made part and parcel of a carefnlly-prepared and 
well thought-out economic plan 

It IS necessary for this purpose that there must he some 
machinery to guide the Govemmeat In western countries, 
such advisory bodies arc expert bodies and representative 
bodies In India also, some central organisation must be created. 
There can be a Central Advisory Economic Council, tepcesen- 
tatuc of all possible interests supplemented by Provincial 
Advisory Bodies, to prepare a careful economic plan for the 
country Its duty will be to draw up in mam outhne a general 
plan of India’s economic and industnal development for the 
next few decades which »woold provide some guide to the 
direction of State policy It would also review periodically 
the steps taken and the progress made m connection with the 
realisation of the programme The whole work w ould be done in 
collaboration with the Provincial Economic Advisory Councils. 
Sab Committees could also be made » part and parcel of the 
plan The machinery could make enquiries and surveys on 
its own initiative and submit recommendations to the Hovem- 
ment from time to time. This would replace the present 
piecemeal investigations and lead to an orderly development 
of the economic resources of the country consistent with 
her best interests There is a tendency m almost all countries 
for some sort of economic planning to meet the needs of the 
situation and India cannot afford to be only an indifferent 
spectator There is a vast scope for the increase of the national 
dividend in the country if the necessary steps are taken in 
time. 
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In tJji'3 ro?pect, it should l)e erapbasisefl that fiscal pohcj 
must play a very important part Even England, once the 
home of free trade, has become definitely a protectionist country 
under the regime of the Nationalist Government In the 
U. S. A., wide powers have been conferred upon the President 
to control dumping and a vigorous protectiomst pohey is heme 
pursued. The colonies and the British Dominions have, m 
spite of the ratification of the Ottawa Agreements, pursued 
their fiscal policy to suit their own interests India must do the 
same and must give preference to her own economic interests 
to those of the Empire countries to improve her mdustnes 
in an adequate degree The abolition of the Indian Tariff 
Board is inconsistent with the policy of discriminate protection 
pursued during the last decade and goes contrary to the spirit of 
the recommendations of the Indian Fiscal Commission of 1921 



CHAPTER XIX 

Finance and Commerce in the New Constitution 

Tht Indian Coastitolion contain^ important proTjsions of 
far reaching consequences with regard to finance and commeree 
Great importance has been attached both in India and in 
England to this part of the Indian constitutional problem and 
It has been a subject of great controTersj- and misund'TStandmg. 
The pronsioDS regardm? finance and commeree tahen as a 
whole hare not fonnd faeonr either in India or m England m 
informed business circles 

The Indian delegates to the various sessions of the Round 
Table Conference and members of different committees appreci- 
ated the necessity of reserrations and safeguards durmg the 
tranoitional period ; but there has been a good deal of Merence 
of opinion on the nature and esient of these safeguards between 
the Bntisli and the Indian representatires According to 
paraCTaph d of the Irwin-Gandl ii Pac t, these reservations 
OP safeguards were to be m themierests of India but accord- 
mg to paragraph 1 of the Introduction of the White Paper, 

■ These limitations commonly described by the compendious 
term tafeguards have been framed m the common interest 
of India and the Enited Kingdom The statement of Sir 
Samuel Hoare as Secretary of State for India to the effect that 
these safeguards ‘ are not stone walls that block the road, but 
are hedges on each side of the road which no good driver 
ever touches, but that prevent people on a dart night falling 
into the ditch nor can they be considered as ultimate controls ” 
has not been ainred to by Indians The President of the 
Calcutta session of the l^ational Liberal Federation remarked 
that this euphemistic descuption cannot be accepted and there 
IS a very serious apprehension that they will, as now expressed 
m the tYhite Paper, be a permanent barner to the growth of 
responsibility of the Federal Legivlature and the Federal 
Ministry ’ The Joint Parliamentary Comimttee pomted out 
in connection with commercial and other forms of discrimina- 
tion that ‘ the importance attached in this country to this part 
of the Indian Constitutional problem has been much misunder- 
stood in India The difficulties which would be likely to 

.ansp from this uncertainty would, moreover, find a frintfal 
source of mcrease in that atmosphere of misunderstandmg. 
to which we have aJlufied,. ... In thw* circuinMnnces. apipro- 
pnate provisions in the Constitution. Act may serve the double 
purpose of facihtating the transition from the old to the new 
conditions, and of reassuring sensitive opinion in both countries " 
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IPa^e 204 of the Heport.'i It may be said that neither the 
recommendations of the Joint Committee nor the prOTision? 
of the Constitution Act hare been able to alJar the snspitions 
m India 

The problem relating to commercial safegnards is divisible 
into two nsnes. One of them h that of diacrimmation again^'t 
British imports Since 1919. the fiscal relations between the 
United Kingdom and India have been regulated by ihe Fiscal 
Antonoroy Conien tion . which was recommended by the Joint 
Committee on the BilLol 1919 The Convention was to lapse on 
the passmg of the new Act : and. unless the Constitution Act 
otherwise provides, the Federal I.egislatnre w ill enjoy complete 
fiscal freedom with bltle in the natore of settled tradition to 
guide its relationship in fiscal matter? with this eonntry ” 

The Joint Committee pointed ont that in making recom- 
mendations in this conneetiOD. tbev did not contemplate any 
measore which wonld interfere with the position attamed by 
India as an integral part of the Entish Empire throngb the 
Fecal Convention According to the Committee, feaw were 
expressed in England that penal tanJis might be imposed in 
'India on British goods with the object, not of fostenng Indian 
trade, but of injonng and exclnding British trade Starting on 
this assnmption, the Committee remarked that ‘ if this he so, 
it would be clearly ot great advantage to alias the fears of which 
we have spoken by a declaration through and under the Consti- 
tntion Act of the principles goveming the relations between 
the two countries The machinerr of the Governor General’s 
special responsibilities, supplemented by his Instrument of 
Instmctions, offers India and the United Kingdom the opportn- 
nily of making such a declaration of principles, while at the 
same time ensuring the necessary flexibility in their interpre- 
tation and application.” 

Thns in the new Constitafion the Governor-General snll 
have a special responsibibty t^prevent penal di'cnmination 
against British imports. In other words, “ The prcventioiT of 
measures, legi'lative or adrainistrative, which would subject 
Bntish goods, imported into India from the United Kingdom, 
to discnminatory or penal Ircatraent ’ wonld al«o be a special 
responsibility of the Governor-General. (Part 11, Sec 12 (F) 
of the Government of India Act, 1935.) Further, his Instru- 
ment of Instructions wiU also give him full and clear guidance 
m this respect. It is pointed out m the Report of the Joint 
Committee that this special responsibility is not intended to 
affett the competence of the Government and of the Indian 
legislature to develop their own fiscal and economic pobey and 
that they will be free to negotiate agreements with other powers 
for the securing of mutual tariff concessions. The Govemor- 
Gtneral wonld intervene in tariff policy or in the negotiation or 
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Tariation of tanfl agreoments only if m his opinion the intention 
of the policy n ould be to injnre the interests of British trade 
in India and not to adrance the economic interests of India 
Further. “ the discriminatory or penal treatment " covered b}' 
this special responsibility inclndes both direct disenininatioii 
(wliether by means of differential rates or by means of differential 
restrictions on imports) and indirect discnramation by means 
of differential treatment of various types of products ; and 
that the Goiernor Geiieial’a special responsibility could also 
be used to prevent the impositioci of prohibitory tariffs or 
restrictions, if he were satisfied that such measures were proposed 
with the intention already described In all these respects, 
the words would cover measures nhich, though not discrimina- 
tory or penal in form, would be so m fact 

I)I^rRrAlI>ATIO> AOAJNST BRITISH TiUPE IN IlfUIA 

’ The Indian delegates to the various sessions of the Bound 
Table Conference admitted that there should be no discrimination 
between the rights of the Bntish mercantile community, firms 
and companies trading m India and the rights of Indmn-born 
subjects The British Indian Delegation in their Joint Memo- 
randum accepted the principle of ‘a fair field and no favour "V' 
In view of these assurances, the question is why it became 
necessary to deal with this matter at all in the Constitution Act 
and the reply ol the Joint Select Committee is to the eflect 
that “ utterances have been made which eould not fail to give 
rise to suspicions and doubts, and that statutory provision by 
w ay of re assurance is an evident necessity ' 

In this connection it may be pointed out that m the opinion 
of the Committee statutory provision by way of re-assurance 
was necessary iQ spite of the assurances in this behalf of the 
Indian delegates including the delegation of Indian commerce; 
but nowhere have the Committee thought jt necessary to 
recommend the incorporation of provisions in the Constitution 
Act by way of re assurance to aUay the unanimous suspicions 
of Indian representatives 

Discnmmation may be either administrative or legislative. 
There w ould be a special responsibility of the Governor-General 
and Governors in their respective spheres for the prevention of 
discrimination If the Mmistets make proposals which would 
be discriminatory in effect, the Governor General or Governors 
as the case may be would decline to accept their advice or would 
exercise the special powers flowing from the possession of a 
special reaponsibiUty The Joint Committee recommended 
that “ it should be made clear m the Constitution Act that this 
special responsibility extends to the prevention of adrmnistra 
five discnmmation in any of the matters in respect of which 
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provision against legislative discnmioation is made under tlie 
-\ct. ” (Para 348 of the Report ) 

With regard to legislative discrimination, the Indian 
Statutory Commission liad regarded the technical objections 
to anj attempt to define discriminatorj" legislation m a consti- 
tutional instrument as dicisivt . but the* Act is to contain these 
provisions In this fonm*ction, the British Indian Delegation 
m their Memorandum pomtid oat ttiat a friendly hcttlement 
by negotiation was by far the most appropriate and satisfactory 
method of dealing vsnth this eompheated matter The Joint 
Committee endorsed this vieu and further opined that these 
arrangements could only lie ixlended to incluele the* relations 
between India and the IJommions by mutual agreement . 
wliile thej also thought that any statutory enactment would 
he based upon the pnntiplt of reciprocity 

The Indian Governraent will have statutory powers to 
exclude* or remove undesirable persons, domicilee! in the 
United Kingdom or elsewhere, but no law restricting the 
nght of entrj into Bntisb India would apply to British subjects 
domiciled m the United Kingdom , and further, no law relating 
to taxation, travel and residence, the holding of property, the 
holding of public office or the carrying on of any trade, business 
or profession would apply to British subjects domiciled in 
the United Kingdom, m so far as it imposed conditions or 
restrictions based upon domicile, residence or duration of 
residence, race, religion, language or place of birth (Part V, 
Chapter III, 8cc 131 of the Government of India Act, 3935.) 

With regard to companies incorporated m the United 
Kingdom, the Joint Committee recommended that “we are 
of opinion (1) that a company incorporated now or hereafter 
in the United Kingdom, should, when trading in India, be 
themed to have complied with the provisions of any Indian 
law relating to the place of incorporation of companies trading 
m India, or to the domicile, residence or duration of residence, 
language, race, religion, descent or place of birth, of the direc- 
tors, shareholders, or of the agents and servants of such com- 
panies ; and (2) that British subjects domiciled m the United 
Kingdom who are directors, shareholders, servants or agents 
of a company incorporated now or hereafter in India should be 
deemed to have complied with any conditions imposed by 
Indian law upon companies so incorporated, relating to the 
domicile, residence or duration of residence, language, race, 
religion, descent or place of birth, of directors, shareholders, 
agents or servants.” (Also see Part V, Sections 113, 114 of the 
Omcmnient of India Act, 1935.) 

These statutory enactments arc to be based upon recipro- 
city between India and the United Kingdom. If a law is 
passed in the United Kingdom putting restrictions upon Indian 
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subjects or companies doinidled in India in respect of matters 
from wliicli m India British subjects and companies of the 
United Kingdom domicile would be exempt, the exemption 
enjoyed by the latter would pro tanCo cease to have effect. 

This proTision is unfair for companies of Indian domicile 
and for the Indian subjects of His Majesty ; because the 
United Kingdom Government would be at liberty to pass a 
law imposing restrictions upon individuals and companies 
domiciled in India, though similar privileges uhicb British 
companies might be cnjovmg m India would cease to have 
effect after that in the future But a similar right to impose 
restrictions upon British subjects and upon companies of British 
domicile in India is prohibited statutonly MTij should not 
a similar right be granted to the Indian legislature to impose 
restrictions upon persons and companies of the Bntish domitiJe 
trading in India ? In that case any pnnligcs which Indian 
subjects and companies might be enjoying in the United King- 
dom might also pro ianto cease to have effect That uould 
be Tcejpiocity in the real sense of the teim There does not 
seem to be any reason why restrictions, not placed upon the 
Bntish legislature, should fetter the hands of the Indian 
legislature. 

In connection with the principle of reciprocity the relevant 
portion of the speech of Sir Purushottamdas Thakurdas on 
commercial discrimination made at the Federal Structure 
Sab Committee Meeting on November 19, 1931. may be usefully 
quoted. He said, “But I want to point out that so far as 
trade with Great Britain is concerned, the effects of reciprocity 
will be of bttle or no value to India. What has India to gam 
from England reciprocating In the way which Mr. Benthall has 
indicated ^ It has to be noted that m spite of the relations 
beCueen Great Bntain and India during the last 100 years 
at least there is no Indian House or firm established here 
which does commeTcial business with India on a scale whicii 
can be computed in any responsible proportion to what is 
being done by British Bouses . If after a hundred years 
the enterprise of Indians in London is at such a low ebb as 
this, I only wish to point that reciprocity cannot mean much 
to US for a long time ” 

Section 115 of the Government of India Act, 1935 contains 
provisions m response to the recommendations of the Joint 
Parliamentary Committee for the case of ships and shipping 
Ships registered in the United Kinedora are not to be subjected 
by law in British India to any disenraination whatsocTer, as 
regards the ship, officers or crew, or her passengers or cargo, to 
which ships registered m Bntish India would not be subjected 
in the United Kingdom. 
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This provision is again very unfair from the point of 
view of Indian shipping. In simple language it means that 
even the reservation of Indian coastal trade to Indian ships 
18 to he prohihitcd 

The Navigation Laws in England which were repealed 
in 1849 after remaining on the statute books for centuries 
reserved the coastal trade and the trade between England 
and the Colomcs only to ships owned and manned by Bntisliers. 
Tlie ESA and the Dominions also have encouraged their 
shipping industry by reserving coastal trade for their nationals. 

B%cn the power of retaliation against those Dominions 
whieh have anti Asiatu laws applying to India has been with- 
hold from the Indian Icgislatnn* This goes contrarj to the 
spirit of the resolution of the Imperial Conference of 1921 
which empowers India to restrict immigration into her tern 
tory as it may suit her and to discountenance the disabilities 
to which her nationals arc subjected m parts of the British 
Commonwealth The Minority of the Indian Fiscal Com- 
mission were of tho opinion that “no agreements based even 
on reciprocity in trade matters should be entered into with 
any Dominion which has on its statute books any anti-Asiatic 
legislation applying to the Indian people. . To the Indian 
people their self-respect is of far more importance than any 
economic advantage which any Dominion may choose to 
confer by means of preferential treatment We may confi- 
dently state that the people of India would much prefer the 
withdrawal of such preference as they would not care to be 
eoonomitally indebted to any Dominion which does not treat 
them as equal members of the Brtish Empire having equal 
rights of citizenship.”* 

It is thus not in the interests of India to deny her the 
power of retaliation winch is her just right and which she 
possesses according to the resolution of the Imperial Conference 
of 1921 though It is unimplcmentcd. The Dominions claim 
that in certain circumstances they have a right to exclude 
even the people of Great Britain and this right seems to have 
been exorcised once or twice. Further, the Baltic Exchange 
and the Jute sale rooms in London were not open to Indians 
till 1929 and oven tlio Bank of England has laid down that 
no financial accommodation would be granted by tho Bank 
on the security of Bills, unless they bear two English names of 
which one shtmlil be that of the acceptor. 

With regard to the grant of bounties and subsidies, tho 
Joint rarhamentary Ckimmittce apparently accepted the 
Jindings of tho External Capital Committee of 1925 ; but the 


* Kinote of Dissent to the Indian Fitcal Coimninsion Jieporl, 
para. 41. 
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qualification introduced is a negation of tins acceptance. The 
Committee %Tnte, “Bat Tie think that a distinction mav 
properly be drawn between companies already engaged, at 
the date of the Act which anthonses the grant, in that branch 
of trade or industty which it is souglit to encourage, and com- 
panies which engage m it finbsequently ; and we therefore 
recommend that m the ease of the latter it may be made a 
condition of eligibility for the grant that the company should 
be incorporated by or under Indian law, that a proportion 
of the directors (which should, we think, not exceed one-half 
of the total number) shall be Indians, and that the company 
shall giro such reasonable facilities for the training of Indians 
as the Act may prescribe In the case of the former, the 
reciprocal provisions which we have suggested would continue 
to apply, and the company should be equally eligible to parti- 
cipate in the grant with Indian companies ”* Section lid 
of the Government of India Act, 1935, contains provisions to 
these effects 

Further, it would be the duty of the Governor General 
and of the Governors that m exercising their discretion in the 
matter of assent to Bills, they would not be bound by the 
terms of the statutory prohibitions m relation to discrimina- 
tion They would bare the power to withhold their assent 
from any measure which, though not in form discriminatory, 
would ID their judgment have a discnminatory effect. The 
Joint Parliamentary Committee regarded it an essential con- 
comitant of the stage of responsible government that the 
discretion of the Governor-General and of the Governors in 
the granting or withholding of assent to all Bills of their 
legislature should be free and unfettered They thought 
that this condition would not be faldllcd if the Governor-Gene- 
ral and Governors regarded the exercise of their discretion as 
restneted by the terras of the statutory prohibitions. The 
Committee further recommended and their recommendation 
has been embodied jn the Act to the effect that the Instrument 
of Instructions should contain a provision that if the Governor- 
General and the Governor are douhtfnl about a Bill offending 
against the intentions of the Constitution Act in the matter 
o£ discrimination, they should be able to reserve the Bill for 
the signification of IIis Majesty’s pleasure 

These provisions imply that the Governor General and the 
Governors in their discretion will be the final arbiters with 
regard to the Bills being of a discriminatory nature and the 
Ministers will thms have practically no powers m this connec- 
tion Fiscal autonomy would thus cease- to exist in any shape 
or form ; because a Bill which proposed higher duties against 


Paragraph 3SC of the Jfeport. 
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British goods iii tlie interests of a particular Indian industry 
miglit not be allowed to be mored by the GoTomor-Gcneral 
He might also refuse a Bill to give bounties to an Indian industry 
on the ground that it was discnminatory in effect though 
not in form Such provisions cut at the very root of fiscal 
autonomy and they would make the Indian Jlinisters com- 
pleteh powerless 

^I^A^CIAL SaFCGCAEDS 

An analysis of the provisions of financial safeguards 
shows that the future Federal Gosemnient will not have ade* 
quate (ontrol over finance. At present the Finance Depart- 
ment controls the currency and exchange and also the revenue 
and expenditure of the Government, while the Commerce 
Department controls the Indian railways whose gross budget 
amounts to about 100 trorcs of rupees 

When we talk of the transfer of fmantial control with 
safeguards the natural inference is that the Commerce Depart- 
ment will be transferred to popular control In this connec- 
tion paragraph 74 of the XMiite Pajicr states that Uis Majesty's 
Government consider it necessary that, while the Federal 
Oosernment and Legislature will necessarily exercise a general 
control over railway policy, the actual control of the adminis- 
tration of the State railways in India including those w'orked 
by companies, should be placed by the Constitution Act in tbo 
hands of a Statutory Railway Authority, so composed and 
with such powers as to ensure that it is in a position to perform 
Its functions upon business principles snthout being subject 
to political interference. 

The iIoiQt Committee recommended that not less than 
three of the soven members of the Railway Authority should 
he appointed hy the Governor-General »» his discretion and 
that It should not be constituted on a communal basis “Tho 
powers which the Governor General aviU possess of taking 
action m virtue of his special responsibilities (including, of 
course, that relating to any matter which affects the Reserved 
Departments) must extend to the giving of directions to the 
Railwa}' Authority.” 

Questions of coinage and currency will now be entrusted 
to the Rosen e Bank. The IVhite Paper proposals required 
tlie prior assent of the Gosemor-General in his discretion to 
the introduction of legislation affecting Oio portion of the 
Rcsersi Bank Act which regulates tho powers and duties of 
the Bank in relation to the management of currency and 
exchange. Acioriling to the Joint Parliamentary Committee 
these provisions do not cover the constitution of the Bank 
itself According to (him so narrow a definition would leave 
open tlie possibility of amendnunt to other portions of the 
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Act which might prejudice or evea destroy some of the features 
of the system essential to its proper functioning. It was, 
therefore, recommended “that any amendment of the Ilesorve 
Bank Act, or any legislation affecting the constitution and 
functions of the Bank, or of the coinage and currency of the 
Federation, should require the pnor sanction of the Gm cmor- 
Gencral tn h>s d^screUon Certain of the functions vested h' 
the Beserve Bank Act in the Governor-General in Council 
(of which an important example is the appointment of the 
Governor, Deputy Governor and four nominated Directors of 
the Bank) will in future require to be vested in the Governor- 
General in hm discretion, and appropriate provision m the Con- 
stitution Act will be needed to secure this.’’^ Sections 153 and 
154 of the Government of India Act, 1935, give efle'’t to those 
recommendations of the Joint Parliamentary Committee. 

Virtuallv it means that the Indian legislature will have 
no power to amend the Reserve Bank Act, because it mil 
require the prior consent of the GoveTnor-Gcneral in his dis 
eretion and the appointmeot of the Gorernor, Deputy Governor 
and four Directors would in future vest in the Governor-General 
tn hi8 discretion and not in the Governor-General in Council. 

Credit and Financial Stabhitt 

According to paragraph 31 of the Introduction of the 
White Paper, ' the object of the Governor General's special 
responsibility for the safeguarding of the dnancial stability 
and credit of the Federation is to confer on him powers to step 
in, if the need should arise, in the event of the policy of hit 
minister in respect, for example, of budgeting orborrowing being 
such as to be likely in the GoTemor-General’s opinion to en- 
danger seriously the provision of resources to meet the reqi^e- 
ments of his reserved departments or any of the obligations 
of the Federation whether directly or indirectly by prejudicing 
India’s credit in the money markets of the world.” This safe- 
guard nullifies responsibility to a great extent. This has been 
inserted with a view to safeguard the position of the British 
investors. The total debt of India up to Slst March 1931, 
amounted to Rs. 1162-96 crotes of which the internal debt 
was Rs 645 95 crores and the external debt Rs. 571-01 
crores (Pa'ge 374, India In 1930-31 > It may thus be said 
that the total indebtedness of India is half in India and half in 
Great Britain With this special feature, it cannot be said that 
Indians would be so rash as to ask for any system of reforms 
which would jeopardise the safety of those in India who 
have lent to the Government to the extent of Rs. 645-95 
crores. Most of this debt of India is productive debt. ' Why 

* Paragraph 3C*1 ot the Ileport. 
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tlion tins OTtra caution, that the management of finance m 
India cannot be left ^uth the legislature m India and specially 
cannot be left to be lookcil after by those whose interests are 
the same as those of the British investors * 

The City Financiers may be satisfied but the Indian 
msestors cannot be neglected, because if the latter's confidence 
IS lost the credit of the Government cannot be maintained 
even for a day It is the Indian investor who, in future, «ill 
provide most of the money and the Government should do 
nothing Minch may lose them his oontidcnce The fact that 
the recent 3 per cent Government of India loan Mas over- 
subscribed in 20 minutes shows that India has adequate 
monetary resources which can satisfy the financial needs of 
the Gov ornment of India The interests of the Indian investors 
fihonld, therefore, be pnmanij considered 

Argentine and America borrowed moncj from London Did 
thej provide any safeguards in their constitution * If not 
why should the City Financiers ask for safeguards from us® 
We have been with them and shall remain with them as co- 
partners m the Empire The Argentine and America arc not 
partners with England and still they got money without pro- 
viding for special safeguards The best safeguard is the 
goodwill of the Indians If 80 per cent of the revenue is 
mortgaged to London through the Governor-General, then 
the position of the Indian investors is simply jeopardised and 
18 not at all secure and, therefore, Indians must oppose those 
safeguards 

Financial Ahviser 

yo case seems to have been made for a Financial Adviser. 
This was a new proposal at the Third Round Tabic Conference 
to which Indian representatives did not agree. If at all ne- 
cessary he should be appointed in consultation with the Minister 
and should in no way be a representative of vested interests 
either in India or m England Under the proposals of the 
tVliite Paper he will be responsible to the Governor-General 
and vmII thus be ultimately coutrolled by the Secretary of 
State Under the circumstances, lie can easily be a source of 
danger to the working of the Constitution Section 15 of the 
Government of India Act, 1935. provides for the appoint- 
ment of a financial adviser who shall assist the Governor- 
General m discharging Ins special responsibility to safeguard 
tlie financial stability and credit of the Federal Government. 
He shall also give his advice to the Federal Government on 
such financial matters on which he may be consulted. He 
shall hold ofiiec during the pleasure of the Governor-General, 
whose powers with rcganl to the financial adviser’s appoint- 
ment, dismissal, salary, etc., shall be evercised by him m his 
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to pursue a policy to salt the interests of Indian commerce, 
trade and industries. The policy of the progressive Indian 
Jlinisters is likely to come into conflict with the special powers 
and responsihilitios conferred upon the Governor-General and 
the Governors Indeed, assurance to Bntish investors and 
British traders is necessary on the cse of the great constitutional 
change, shortly coming into operation in India ; but the best 
assurance in this connection is goodwill , while the statutory 
assurance, if necessary at all, should also contain provisions 
or safeguards for Indian bnsmess trade and commerce. 



CHAPTER XX 


Railway Finance 

The cconomits development of a country is dependent 
upon a well-organised and well-developed system of transport. 
The industrial revolntion of the 19th century was caused and 
facilitated by the growth of suitable systems of transport. 
Large scale production reqnircs cheap and quick means of 
communication, which are necessary to send goods from the 
places of their production to places of consumption. In the 
absence of an adequate and suitable system of transport, the 
industrial development of the vanous countries would haie 
suffered considerably or m fact beyond comprehension 

In India the gradual break-up of the isolation of the 
village IS due to railways, uhicb have facilitated the inter* 
change of goods between villages and towns. They hare 
enabled raw matenals to go out of India and thus facibtated 
the commercialisation of agriculture m the country. TTithouf 
railways, the Punjab Canal CoJomes, tbe Sind Irrigation Scheme 
and other imgation schemes would not have been possible. 
They have promoted and facilitated the internal and foreign 
trade of India and they have augmented the revenues of the 
fcntral and the Provincial Govenunents. They have also enabled 
famine relief operations to be oi^m'sed and co ordiaated The 
misery, starvation and the high death roll of the famines in 
India in the past bare been removed, because railways now 
facilitate the transport of food grains to the areas of droughts 
and scarcity from those of superabundance They have been 
responsible for the extension of markets in India for industrial 
and agncultural prodnets 

Tkcir evils should not be ignored. They have intensiried 
foreign competition and have been responsible for the decay 
of the Indian handicraft industries in the past They have 
encouraged the advent of foreign capital into the countrj' both 
as mvestmeot capital and as loan capital, and the former has 
many disadvantages. In tbe jiast their rates policy has not 
been sound and imtially they were very costly to the Indian 
tax-payer lu thes chapter, the problems relating to the financing 
of Indian railways will be considered ^ while a bnef reference 
will also be made to other allied problems 

The history of Indian railways closely reflects the financial 
vicissitudes of the country. The construction of railways m 
India was contemjilatcd some time after the establishment of 
railways in England. It is necessary to make a brief renew 
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of the hi^ton of Indian railways to nnderstaml the policy of 
rfoverninrnt towards railway construction in this country and 
to understand the metlio»ls by winch railway finance has been 
raised 

The lir*t period of the historv of railwajs m this country 
may he < ailed the period between t>44 and characterised 

by the Old Gnirintee System Three eyperimontal lines 
were sinction«Ml m IS4a. which were the Ea'f Indian Railway 
from raloutta to Ramcanj .ihont IJrt miles m length . the 
Great Indian Peninsular Railway from Rombav to Kalyan. 
a distinfy^ of about 31 miles, anti the lladras Railway from 
Midras to Vrknnam. .i piece of about 30 miles Rut Indian 
railwxy conitniction on a serious scale dites from Lord 
!>alhonsi< s famous Minute of laVl ou Indian Railways In his 
Minute he pointed out the ady.mt.aires to India of the construc- 
tion of railways He su^;rest«*<l a irreat -eheme of trunk, lines 
linking the presulenries with each other and the inland regions 
with the principal ports He preferred the acency of com- 
panies under Goyemment c*onfrol ami superyiston. to direct 
eonstmction hv Government, heeanve he thought that the 
withdrawal from other important cinties of the Large number 
of ofTicers required for railway con'tniction would be detn- 
inent.al to the puhltc mten'st and liecansc commercial under* 
t.»kings aeeoniing to him did not fall within the proper func- 
tions of Goyemment. putieuUriy in India, where it was 
neeess.ary to discourage pi^ople depending too ranch on Goyern- 
ment- This would also eoeourage the flow of British capital 
into India for trade and manufaetnres He suggested that 
these companies should hare a OoTeranient guarantee of 
interest to insure priyafe capit.al against the n«ks of pioneering 
work. 

The difficulties of the Mutiny in moying the troops and 
other proyisions powerfully reinforced the need of railway 
oonsfmefion in this country, and by the end of 1S>9 contracts 
had been entered into with eight companies for the construc- 
tion of .3,000 miles of line, inyolying a guaranteed capital of 
£~t2 millions. The«e companies were (1) the E.ast Indi.in : 
(J) the Gn-at Indian Peninsular; (3) the Madras; (4) the 
Romhvy. Raroda .and Central Indi.\ ; (5) the Eastern Bengal; 
(0) the Indi.an Branch, later the Oudh and Rohilkhand State 
Railway; {") the Sind, Pnnjab and Delhi, now merged in 
the North Western State Railway; and (S) the Great Southern 
of Indn. now the South IndLan Railway The mam features 
of the contracts xnth these gnaranteeil companies were as 
follows: — 

I. Fre»* grant of land : 

II. .V. gaarantecfl rate of interest ranging from fo.'I- 
per cent, and payable at 22 d. to the rupee; 
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III. Utiliz 2 kt\oiv of half the snrplaa profits oarned by th& 
companies to repay Government any gums by 
which they might liave had to mate good the 
guarantee of interest in previous years ; 
rv. Government control and supervision ; and 
V. Option to Government to purchase the lines on fixed 
terms at the close of 25 years 
The early results of the system were disappointing, because 
the railways faded to make profits sufficient to meet the gua- 
ranteed interest and the deficits m the railway budget amounted 
to Es 1,672 lakhs by 1869. This was attributed by some 
cntics to the unnecessarily high standard of construction adopted 
and to the extravagance of the companies, who had no 
incentive for economy of constmehon under the guarantee 
system. The Indian Railway Committee presided over by 
the late Sir William Acnorth has, however, expressed the 
opiaion that they “see no reason to doubt that the formation 
of guaranteed compames with headquarters in London was 
wise at the time when the pobey was adopted India needed 
railways. The money to bnild them could only be found m 
England And in the middle of the nineteenth century com- 
pany shares were the form m which capital would naturally 
be raised And no company could be expected to embark 
Its capital without a guarantee from the State.”* Others have 
denied that English capital could hare been attracted only 
under the system of guarantee. Mr. WiUiam Thornton in hia 
evidence before the Parhamentaiy Committee of 1872 pointed 
out that Engbsh capital would have come into India for rail- 
way construction even without the guarantee of the State p 
because there was no scope for remunerative investment at 
home It was, therefore, seeking outlets in South America 
and other countries and it would not have neglected India 
In any case, the guaranteed rate of interest could easily have 
been lower ; because later on at the guaranteed rate of interest 
of 3|- per cent the Bnlislt mvestoia invested money in Indian 
railways The terms of contracts were thus probably un- 
necessarily hberal to the companies and this fact coupled with 
the lack of development of industries in India to supply 
matcnals to railways made the railways very expensive 

From 1869 the formation of guaranteed companies 
ceased and the new lines built in the next ten years were 
constructed by the Government and managed by them directly. 
It was decided to borrow annuaDy amounts up to two million 
pounds for constructing lines to be managed by the State and 
the metre guage was adopted on grounds of economy. The 
contracts with the original guaranteed companies ran for 50 


See Paragraph J88 
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or (10 years ; but in every case the Government reserved the 
right to buy out the eompamea at an mterraediatc date after 
25 or 30 years Those powers first began to be cvercisable 
jn 1879 and have contjnmcl to be exercised m almost every 
case since then The form of the purchase price was paid m 
cash, in India stock , while m some cases wlioUy or partly 
111 terminable annuities The East Indian Contract was 
terminated m 1<S79 and the value of the shares of the Com- 
pany was fixed at 1 12'S per £100 The purchase price was 
ascertained to be (.3,27,50,000, and this sum was commuted 
into a terminable annuity of 1 14,7.3, 7.50, payable annually 
tiii February -lOud Thus the Cast Indian System became 
Government property The concession of the Great Indian 
Peninsula was for 50 years from 1850 . hut it was not de- 
nounced m 1875 and aeoordmgly' ran till 1900 This line wag 
also mainly paid for in terminable annuities 

By the early eighties, the current of opinion m favour of 
direct state management had spent its mam force and Govern- 
ment again considered it expedient to enlist the aid of private 
enterprise m the construction of railway lines required as a- 
protection against famine. Thus under the new system the 
Southern Maliratta, the Bengal-Kagpur and the Midland 
Kailu ays came into existence The features winch difleren- 
tiated these systems from the older guarantee system were ax 
follows 

( 1 ) the lines constructed by tho companies were declared 
to bf! tho property of the Secretary of State for India, who was 
empowered to terminate tho contracts at the end of twenty- 
Ave years after tlioir repsective dates of entry or at subsequent 
intervals of ten years, on repayment of capital at par to tho 
companies ; 

(2) interest was guaranteed at 3j per cent.; 

(3) Government retained three-fifths of the surplus 
profits for its own benefit. 

Other types of railway companies also came into existence 
during this period. Native states were invited to undertake 
construction m their own territones and the Hyderabad State 
was the first to extend a gnarantec of interest to tho State 
railway. Then the system of rebates was introduced. Com- 
panies were ofTered a rebate on the gross earnings of the traffic 
interchanged with tho mam line, so that the dividend might 
come up to 4 per cent. ; hut the rebate was hmiteil to 20 per 
cent, of tho gro^s cammgs. These rebate terms did not prove 
attractive in view of the competition of 1 per cent, trustee 
stocks. Ifence they were reviseil in fo provufe for an 

alHohifo guarantee of 3 per cent, with a share of surplus profits 
or rebate up to the full extent of the main line's net earnings 
in supplement of their own net earnings. The total was limited 
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to per cent, oii capital outlay. These rebate terms were 
revised from time to tune to provide for an absolnte guarantee, 
With a share of surplus profits or a lugher rebate, to meet the 
reqiurements of the market The refiuirements of the market 
were met and there was a tnOd boom m feeder raUway con- 
struction , and the stock of sound companies stood at a 
ftnbstantial premium. 

This method of eneonragmg the construction of lines 
thus ongmated, beeanse the Government of India were unable 
to furnish the necessaiy capital. According to the Acworth 
Committee this method had no other nicnt except that it 
enabled lines to be ’built which otherwise would not have been 
built The following disadvantages were pointed out by the 
Committee — 

1 The Branch Bine Company is usually a fifth whtil 
to the coach It implies id some cases a separate construction 
staff : it always imphes a separate Board of Directors, and 
separate aceonnts 

2 Where the branch is worked by the main line, if its 
Directors feel that the management is nnsatisfactory, they 
not only make representations to tbc mam line administration, 
but in the last resort can appeal to the Railway Board which 
does not make for harmony 

3 Capital raised by a small private undertaking, even 
with a Government guarantee, will cost more than money 
raised by the State 

4. There is a great eonfosion on account of the multipli- 
cation of independent Railway Companies. Each company 
desires to reserve for itself a separate sphere of inflnence ; and 
jealously demands that, if any new comer intrudes into that 
sphere, be shall pay toll to the original concessionaire This 
only compheates a situation winch should be considered solely 
from the point of new of the public interest 

5 The existing Branch Line Companies liave ceased for 
some tune to raise additional capital for capital requirements 
They have either obtained overdrafts from vanons banks for 
this purpose at heavy rates of interest or issued debentures at 
special rates of interest, usually about 7 per cent., or m several 
cases asked for money to be advanced to them by the Railway 
Board So far, therefore, from redncing the amount tliat the 
Government of India have to raise in the open market, they 
are at present increasing that amount. 

6 Another serious disadvantage not mentioned by the 
Acworth Committee is that the mam hue nsually works the 
Feeder or Branch Line for a remuneration which, m most cases, 
IS limited to a maximnm of a fixed percentage of the gross 
earnings of the Branch Line (nsoally -If) per cent, or .10 per 
cent.) — terms of remuneration which arc grossly madeqnate. 



A’A/Lirn f/A'AA'CL 


203 


TIic result is that man}* of the mam lims whose working 
exjun^es are from 00 to 80 per cent of the gross earnings are 
saddled with heas'j’ expenditure which ought to have been 
debited to Braneh Line Companies Where the Branch 
Line Companies arc successful, that is. where their shares 
command a hea% j value, their profits are inflated owing to thoir 
working expenses being artihcially rt'duccd Again, wliere in 
the case of less prosperous Branch Line Companies, the Govern* 
merit has to make a d»«*ct subsidy in order to make up the 
guaranteed interest on the capital, the amount paid by way of 
subsidj does not res cal the true loss of the Government m 
connection with the Branch Line Company To this subsidy 
should be added also the additional loss incurred from the mam 
line working the Branch Line at less than the actual cost. 
This IS not, liowever. the full loss sustained by the Government 
in connection with these companies They base been supplied 
with land free of charge and the emst of such land is not taken 
into account cither in the capital or the revenue accounts 
of the rompames comemed 

The arguments used in favour of these companies were ; — 

1 That money had beem raiseil wliicli the Government 
of India was unable to furnish 

2 That a claim was made that the Branch Line Company 
obtained from local sources money that would never he sub- 
scribed to n Government loan 

3 That tliero may he cases of a Branch Line of smaller 
gauge worked indcpondontlv, winch the Branch Lino Company 
ran operate more economically than a mam line 

4. That the utilisation of the agency of these companies 
18 adsnntagcons m cases where the Government itself is unable 
or rc'fuses to raise the necessary amount of capital for new 
constructions. Such a position is not likely to recur in the 
future. This method is a far hiore expensive method of raising 
money for the construction of railways than direct Govern- 
ment loans can ever lie The total amount of capital raised 
through their agency has only been about Jin. lOf croros. In 
itself this nmouiit is less than the lapse that occurred m the 
Itailway Budget in the provision of capital expenditure for 
the ve.ir 193J-34. 

The \rworth CommUtce, llien'foro, reeommended that the 
mm of t h<‘ Go\ ernment Rliould be to reduce by amalgamation the 
mimh( r of ( Msting oniiipanies and that it should only be in cases 
where the State cannot or will not provide adequate funds that 
private interprise m the direction should be encouraged. 

in IflJ'f, iho Coivmmeiit /Jecicbvl that t)te Branch Line 
policy should be abandoned and that an endeai our should be 
made to reduce the number of the existing Branch Line Com 
panieo. If oil any occasion the Government of India should he 
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unable to find funds for construction, and should it be tonsi- 
dcred adiisable to tap fresb sources for subscription to railwar 
loans by oH'^nng terms different from those pven to the ordinary 
Government loans, that is, by offering not only a fixed rate of 
interest, but a share in the profits of a particular Branch Line, 
there appears to be no advantage of using a half-iray house 
specially to float a loan on such terms : there is no reason why 
the Government should not Tai«« the loan direct. The Govern- 
ment have also expressed their readmess to construct such lines 
for purely local or administrative convenienoe upon guarantee 
against loss from a Local Government or a local authority 
concerned Some snch arrangements have been made with 
Local Governments in Bombay. Burma, Punjab and Madras. 

In the next period between 1000 and 1914, there was a 
rapid extension and development of railways and the railwavs 
began to mahe profits In IfWkfi, the Bailway Branch of the 
Pubhc 11 orks Department was abolished and the railways were 
entrusted to a separate department. A BajJwov Boaivf con- 
sisting of a President and two members was established at the 
head of the railway svsf cm nnder the Department of Coruincri e 
and Industry In 1005:, the Maekay Committee on Bailwav 
Finance recommended an annual capita! expenditure of £124 
millions on railways and it could be penodicaJly revised. The 
GoTemment could not adhere to the standard recommended 
by the Mackay Committee . bnt they spent much larger sums 
than in previous years In this period, the railway mileage 
merea^d from 24, "52 in 1900 to 34.050 miles in 191S-14 and 
the capital outlay increased from Rs 329 *.53 crores to Rs. i 9,3 *09 
erores 

It was dunng this period that railways began to make 
profits The losses to the Slate op to 1893 amounted to 
Bs 57 *80 crores, and for the first time in 1899 the railways 
showed a small profit of Rs II lakhs In successive years, the 
net receipts grew rapidly, -titer that, year after year (except 
in 190S and 1921) there were net gams, which achieved a 
record of 15 -85 crores of mpees in 1918. This was due to the 
general economic development of the country and, m j'arti 
cular, to the development of the Punjab and Smd irrigation 
systems With the completion of the Chenab and Jhelum 
Canals, the unprofitable frontier railway, which was the 
Cinderella Railway m India, began to make a large jirofit for 
the SfJite Railway profits vary from year to year in India, 
because they depend upon monsoon conditions and upon the 
course of the internal and external trade of the country The 
adoption of the recommendationa of the Acworth Coranuttee 
and the retrenchment earned out inTesponse to theTfctfiDmenda- 
tions of the Inchcape Committee (19J2-23) made the financial 
position of Indian railways sounder than before. 
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The railway Bystcm in India could not meet the reqnire- 
menfB of the public between the years 1911 and 1921. Hallway 
material could not be imported from Lnfrland during this 
period and the existing lines eren could not be maintained m 
good condition, nothing to say of the fresh extension. Main- 
tenance and renewals fell seriously into arrears between 1914 
and 1918 as shown in the following table, gising tbc percentage 
of expenditure on programme revenue works to gross earnings :* 
Year Per cent 

1913-14 0-1 

1911-15 5-7 

191 l-K. 4-0 

19H!-17 3 3 

1917- 18 2-1 

1918- 19 2-4 


Tlie expenditure was only postponed and had to be 
incurred later on An ordinarj commercial concern would have 
carried the money so underspent to reserve for replacements 
to be spent when the materials were again available The 
independent railwaj companies did this, but the State rail- 
wajB did not The unspent money was treated as part of tho 
ordinary revenue of the Government in the year in which it 
was not spent, and the rc-sult was that (he not profits of tho 
State railways in the olRcial returns were shown ns basing 
ineroasod from 1*51 per cent in 1914 to "-O? per cent, in 
1918-19. The apparent gam was not real and the result was 
that immediately after the War when the railway machinery 
was in urgent need of repair, funds were not forthcoming to 
put it right The position was that maintenance was in arrears 
and tho cost of materials of all kinds was above the pre War 
level, and wages had also increased The Acworth Committee 
thus summarised tho position: "Tliere are scores of bntiges 
with prders unht to carrj' tram loads up to modern require- 
ments; there are many miles of rails, liundrcds of engines, 
and thousands of wagons, whose nghifiil date for renewal is 
long overpast. Their cost has not been written ofl. They 
stand in the books at the original figure. The Government 
has formed no replacement reserve. It is not now physically 
possible wiUiin a short pencil of one or two years to repl.ico 
all the plant of which the economic life is exhausted. If it 
were possible, it would be a burden upon current revenue too 
heavy to be borne without upsetting the normal railway 
funnee. The position due to the unwise methods of tho 
y.w'.t TOwst W rsdtewd gtadwwUy. It -wAl wtxt-r be xcdTtsseA 
under the present system of pit^rammes and annual grants 


Sec PjiragrapU 70. 
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and lapses, but only wLen comraercial accounting methods are 
introduced in the management of a commercial undertaking ’ * 
It was, therefore, not surpming that the public and the trading 
classes suffered a groat mconiemcncc and loss. Public opinion 
was thus becoming rery hostile to the management of State 
railways by guaranteed companies domiciled in England and 
demanded State management 

The Indian Eailway Committee presided orer by a railway 
expert from England, the late Sir William Acworth, was ap- 
pointed m Jfovomber 2920 The appointment of the Committee 
was the outcome of discussions onginating in the question of 
the action to be taken in connectioa with the East Indian 
Railway, a State owned railway managed by the East Indian 
Railway Company, wJiose contract was terminable m December 
1919 The contract was extended to 1924 ; and the general 
questions arising out of the discussion of the case were referred 
to the Acworth Committee The terms of reference of the 
Committee wore • — ' 

“(1) To consider, as regards railways owned by the 
State, the relatire advantages, financial and adnimistrative, 
in the special circumstances of India, of the following methods 
of management . — 

(a) direct state management : 

(J) management through a company domiciled in England 
and with a Hoard sitting in London ; 

(c) management through a Company domiciled m India 
and with a Board sitting in India; 

(<1) management through a combination of {&) and (c) : 
and advise as to the policy to be adopted as and when 
the existing contracts with the several railway com- 
panies can be terminated 

“(2) To examine the functions, status and constitution of 
the Railway Board and the system of control exercised by the 
Government of India over the radway administration, and to 
recommend such modifications, if any, as are necessary for the 
adequate disposal of the radway business of the Government. 

'*(3) To consider arrangements for the financing of railways 
ID India, and in particular the feasibibty of the greater utilisa- 
tion of private enterprise and capital m the eonstruction of 
new bnes 

“(4) To report wbether the present sjstem of control by 
Govermnent of rates and fares and the machinery for deciding 
disputes between railways and traders are satisfactory, and. 
if not, to advise what modifications are desirable. 


See Paragraph 63. 
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“(•’>) To make recommendations that may seem germane 
to the enquiry.” 

The Committee issue <1 their Report in 1921 and its recom- 
in< ndatioiis fall into the following categories: those relating 
to (a) finance and financial control, (i>) the constitution, 
functions and status of the controlling authority; (c) relations 
hetnoen railways and their customera , (d) management and 
fuiance . and (e) niisecnaniHms questions. 

SrnvniTiON ni tub ItviLww Financi ritoM tub 
(insrmiL ^I^A^c^ 

The question of the separation of the railway finance from 
the gimeral finances of Iniha was discussed m 1899 during the 
Vieeroj’allv of Lord Cnr/on Botli Colonel Gardiner, then in 
charge of the Piihlie AAorks Department, and Lord Curzon 
advocafid the separation of the railwas from the finpenal 
linanee. lueaiiso the existing sistem was faulty and fatal to 
railway dcMdopnient Tlu Se« refary of State, hoiyever, 
expressed the opinion that, as long as the railways depended 
on Government for monej, Ihej must share in the ricissitudes 
of the public finances The question was again raised m 
lOOft, bj Sir John Ilewett, thin the Commerce Jlcmbcr of 
Council, who advocateil sep.iration The Acworth Committee 
m 1921 reconimeniUd the siine <ourse, and the question was 
hirtlier e\amineil hj the Uailwas Tinance ('oimmtteo ; hut it 
was decided to postpone a definite decision The question was 
again examined in conmetion with the reiommendation of the 
Retrenchment Committee in 1923. that the Indian railways 
should be so worked as to yield an aserage return of at least 
.'i per tent, on the capital at charge and it was decided that 
the separation should Ik* carnetl out, and the Separation Con- 
vention was arrived at. Before discussing the mam features 
of the Separation Convention, wc may examine the recom- 
mendations of the Acworlh Committee in this connection. 
They retominended the separation of the railway finance from 
the general linanccs on various grounds I'lrsfly, in the past 
the Government failed to provide the railways with adequate 
funds for capital and expenditure on development and exten- 
sions. and even for the essential operations of renewals and 
rep.iirs. The Mackay Committee had recommended that the 
Government should fix ponodically a standard of annual 
capital expenditure amounting to Rs. croros and that 

it was desirahle to .adopt a steady annual rate of expenditure 
which might be rc.isonibly maintained even in times of difD- 
cnlty. The Government did neither adopt ‘‘the modest 
St ind.ard recoinnionded by the Committee,” nor .adhered over 
a series of vears to any nmfonn rates as shown bj the followin'' 
table: — 
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expenditure find to Programme Revenue Expenditure. It was a 
provisional combination of the two programmes, settm" out the 
amount desirei! by the A^ent to be allotted to him for expenditure 
on nmewals, betterments, aililitions and extensions during the 
year commencing on the following 1st April The statement 
specified separately all works costing more than Its. 2,50,000. 

The programme inelodeil fignres for three years and the 
system of forecasting for three years ahead was introduced m 
1901 The second and third year forecasts began to be ignored 
by the Railway Board and trcatcil as negligible by both sides 
In the Jnhj ToTtcnni the Agent kept down his demand "not 
only by his feeling that it is useless to ask for the unattainable, 
but also by his knowledge that, m default of a settled programme 
of iinintemipted construction restmg on secure finance, his 
power of spending is restricted to that with which Ins existing 
engimering organisation can cope” 

The programme then wa.s discussed with the Railway 
Board and the latter would arrive at a preliminary agreement 
with each Agent regarding the anms which might be allotted 
to him for expenditure in the ensuing financial year on Capital 
Account au*l Bevenue Programme Account The former 
includes the whole cost of new works and (hat part of the cost 
of replacements which represent betterments and additions; 
while the latter includes so moch of the cost of such works of 
renewals and replacements as is chargeable to revenue, but 
excludes all revenue txpcDditure of the nature of wages, 
current working expenses and onlmary day*to day repairs. 

The Railway Board after reilucing them would add them 
up and pheo the consolidated statement before the Finance 
Department to ascertain the amount likely to be supplied by 
the Pimnce Member. On hearing from the Finance Depart- 
ment, the Foreeui/s were rc-cxamined by the Radway Board 
and about the month of August each Agent was instructed to 
roTise his programmes on (he new basis. 

A consolid.ated tnenmaf ^d^lway programme of capital 
expenditure was compiled by the Railway Board at tliis stage 
.am! eiihmittcil to the S<*rrc(ary of State for approval in 
>.'o% ember. After receiving tbe Secretary of State’s cabled appro- 
ril, the R.iil».ay Board would communicate to each Railway 
Agent the provisional grant of the preceding December. On 
receipt of the final allotment each railway would draw up the 
Im.il i<sue of the Budget estimate, showing m detail each 
work indii idinlly costing oxer Rs. 2.'i, 000, and the samewonhl 
be submitted to tlie Railway Boanl in the following montli. 
The ('ommMtft' siunmanH-A ffco whole posifwn in I'-tragraph 
•M of tlieir Report as below : — 

•‘Apart from (be suecessive stages of discussion and 
estimating already indieatetf, there arc frequent revisions and 
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reviews of the figures anil esfimates, which are nwessitated 
mamly hy tlie mclusioa of tUe railway figures in the general 
budget of the country. The grants intimated to the railways 
at the end of Hatch, that 13 , jost before the commencement of 
the year to which they relate, are far from being final except 
m name Change.s are freqnent throughout the year ; they 
ate sometimes necessitated by derelopments in the railway 
position which lead to increased demands which could not 
have bc-cn foresc-en, or to ennvnders of funds which for one 
reason or another it has proved impracticable to spend 
advautageously within the period covered by the grant. Bat 
they are also occasioned by considerations of a quite eitraneoas 
nature . grants may be cut down during the year because the 
Finance Department has to tnec-t increased demands from other 
departments, or they may t>e increast-d unexpectedly at a late 
stage m the year because of some unforeseen wmdfall " 

The system, of lap«e was abo cnticised by the Commitfc-e 
though it was approved by the Mackay Committee. That 
portion of th« grant which could not be spent la the year ton- 
cemed lax>«ed and the result was that the railway Agent would 
try to get the work done huniedly, and works in progress 
might remain onfinuhed; because there was no certainty that 
enough money would be available in the next year. 

The result was that immediately after the War the Govern- 
ment were compelled to pay as high as 7 per cent, for money 
w^ch before the T\'ar could liave been had at about 4 per cent.; 
because it wa-s not possible to postpone the eziienditure further. 
According to the Committee, the economic development of 
India suffered heavily because of the utter failure even to 
keep abreast of the day-to-day requirements of the traffic 
actuaUy in sight and clamonnng to be earned. If the Govern- 
ment had borrowed money even at a rate considerably higher 
than the rate of net return that could be earned by the railways 
ou the amount, the action of Government according to the 
Committee would has'c been justified 

The Committee, therefore, did not tlunk that the Indian 
railways could be modenused and improved to be able to 
advance the economic development of the country without 
radical reforms m the methods of finance. It wa.s, therefore, 
recommended that the Hallway Budget should be separated 
from the General Budget of the country and reconstructed in 
a form which frees a great commercial bnsine*^ from a system 
which assumes that the concern goc-s out of business on each 
31st of ilarch and recommences on the 1st of April, and tliat 
the railway management should be emaneipatefl from the 
control 0 ! ihe Fmame Department. 

The Committee recommended that railways should have 
a separate Budget of their cram and as«unie the responsibilities 
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(5) The railway adminlstratioa shall be entitled, subjjct 
to snch conditions as may be prescribed by the Goremment of 
India, to borrow temporarily from the capital or from the 
reserres for the purpose of meeting expenditure for which 
there is no provision or insofficient provision in the revenne 
budget subject to the obligation to make repayment of such 
borrowings out of the revenue budgets of subsequent years. 

(6) A Standing Finance Committee for Railways shall 
be constituted consisting of one nominated official member of 
the Legislative Assembly who shonld be chairman and eleven 
members elected by the Legislative Assembly from their body. 
The members of the Standing Finance Committee for Railways 
shall be ex officto members of the Central Advisory Conned, 
•which shall consist, in addition, of not more than one further 
nominated official member, six non-offlcial members selected 
from a panel of eight select^ by the Council of State from their 
body and six non-official members selected from a panel of 
eight elected by the Legislative Assembly from their bodj. 

The Railway Department shall place the estimate of 
railway exponditure before the Standing Finance Committee 
for Railways on some date pnor to the date for the discussion 
of the demand for grants for railways and shall, as far as possible, 
instead of the eipenditnre programme revenue show the ex- 
penditure Qodet a depreciation fund created as per the new 
rules for charge to capital and revenne. 

(7) The railway budget shall be presented to the Legisla- 
tive Assembly if possible m advance of the general budget and 
separate days* shall be allotted fonts discussion, and theilember- 
in-chargc of Railways shall then make a general statement on 
railway accounts and working. The expenditure proposed in 
the railway budget, including expenditure from the depreciation 
fund and the railway reserve, shall be placed before the Legis- 
lative Assembly m the form of demands for grants. The form 
the budget shall take after separation, the details it shall give 
and the number of demands for grants into which the total 
vote shall be divided shall be considered by the Railway Board 
in consultation with the proposed Standing Fmance Committee 
for Railways with a view to the introdaction of improvements 
in time for the next budget, if possible. 

(S) These arrangements shall be snbjeet to penodic 
revision but shall be provisionally tned for at least three years 

(0) In view of the fact that the Assembly adheres to the 
resolntion passed in rebmaiy 1923, in favour of State manage- 
ment of Indian railways, these arrangements shall hold good 
only so long as the East Indian Railway and the Great Indian 
Peninsula Railway and existing State-managed railways remain 
under State management- But, if in spite of the Assembly's 
resolntion above referred to, Government shonld enter on any 
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mcotiations for tho transfer of any of tin* abose railways to 
Comiiany nianaKi'inent sneh negotiations shall not be ronclinU-d 
until facilities bare been given for a disciiR'uon of the whole 
matter in the Assemhly. If any contract for the transfer of 
any of the ahose railways to Company mauigeinent is con- 
(liuled against the atlvue of the Assemblv, the Assembly will 
!)(• at liberty to terminate the arrangements in this Itesolntion 

Apart from th<‘ aho\e Convention this Assembly further 
reoomnu'nils — 

■■ (M that the railway m rsites sliouhl be rapully Imbanised, 
and further that Indians shotihl be appomtid as 
Memln rs of the Itailnay Board as early as possible, 
and 

(If) that tin pun liases of stores for the Stale Itailways 
should be undertaken through the organisation 
of the Stons PurchaM* Dipartment of the Govern- 
nunt of India 


Tut Ant M. CoNTuinnioN 


The question is whither the railwa> system of a country 
IS to be run in the national interests without rigard to the cost 
of the Rorviee and the return on the outlnv. or whetlicr a fair 
return should he guaranteed by maintaining a eertain level of 
rates and fares The trend of opinion m rceent years seems to 
he to achioM' a fair return on capital or a standard revenue 
based on the toiioeption of such a fair return If the railways 
are owned by the State, should the gam he utilised for railway 
development or go to reduce the rate of fair return, or should 
it go to reduce taxation? The Convention of 1921 was of tho 
nature of a compromise which divided up the net gam and 
allowed a portion to be iiIiIisikI to reduce taxation and another 
in budding np railwav reserves. 

Tile following table shows the contributions to General 
llevcnues : — 

Year Crorcs of llupees 

19’ 1-2.'. r,.78 


192r.-2r. 

1920-2T 

19JT-2S 

192*^29 

lOJ'V-IO 

1910-31 

Ift3l-.‘l2 

1932- 33 

1933- 31 (Uevised) 
1931-3'. 


5.49 
0-01 
0 .28 
5 .23 
fi.l2 
5.71 
r,.3V 



• The*" contnb.it ions vrore due but held In abcjnDco owW to the 
net ruU.vft)* e.arolntrs belnc insmilcient. 
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The following table shows the position of the Depreciation 
Tund — 



Rupees in 

Crores 

Year 

Critlit to ^nd 

Debit to Fund 

1924-25 

10-35 

7-39 

1925-26 

10-67 

7-98 

1920-27 

10 -89 

8-05 

1927-28 

11 -38 

10-95 

192S-29 

12 -00 

9 -60 ■ 

1929-30 

12-59 

11-76 

1930-31 

13 -07 

11-40 

1931-33* 

13-46 

8-26 

1932-33* 

13-77 

6-35 

1933-34* 

13 -.50 

8-00 

1934-3.5 

13-71 

8-66 


* The loans from the fund dunog these three >ear8 were 1>25, 
10-23 and 7-03 crores of rupees respectieelj. 

Previous to 1924, rndian railways ditl not set apart anj 
sum annually to provulc for the depreciation of assets that 
had not been corrected by the expenditure incnrred m the 
jear on repairs Dunnjr the War, (hi? expcBditiire was 
restneted very much. The State railways consequently 
showed high profits, bnt their extra earnings were at the 
<o?t of the State and of the tax-payer. In the post-War 
Years larger sum? had to be provided annually for expenditure 
on renewal? and roplacements. 

Hence a Depreciation Fund a? provided for in the Con- 
vention of September 1924 wa? started The original Inten- 
tion wa? to make it applicable to company-managed railways 
al?o The companie? would not accept the arrangement, 
and, therefore, the Government have been maintaining a 
separate account for company managed railways. To this 
account i? set apart an annual snm from the net earnings 
accruing to Government after giving the companies their 
surplus profits in accordance svith the old practice. 

Deficit budgets have now become a recurring feature of 
Indian railways a? the following tabic will show . — 

Deficit m 

^ Crores of Rupees 


1930- 31 6.34 

1931- 32 9-^0 

1932- 33 10-^0 

1933- 34 (Kt vised) 7-93 

1934- 35 .1-06 

193.5-36 (Revised) 4-SJ 

1936-37 (Hstimates) 3-f4 
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companies %vith a London domicile at the time si hen the 
Acworth Committee issned their recommendations 

The Acw orth Committee were evenly divided on the 
■alternative of State man^ement V*. management by Indian 
domiciled companies. They, however, unanimously ruled 
out the management of Indian railways by London domiciled 
companies and they also rejected a system of management 
by a combination of English and Indian domiciled companies. 
The management by London domiciled companies was 
rejected on the following grounds — 

Firstly, the guaranteed compames were not owners of the 
undertakings which they managed By taking the illustration 
of the East Indian Railway Company, the Committee proved 
that the interests of the shareholders were infinitesimal. When 
the old East Indian contract terminated, the Company was 
purchased by the State for £ 3,27,50,000, and payment of this 
pnee was made m the form of terminable annuities amounting 
to £ 14,73,750 annually. Under the new contract, shareholders 
representing £ 65,50,000 or onc-fiftb share of the purchase 
price agreed to postpone their annuity and accepted a new 
contract in place of it These deferred annuitants or rjuaai* 
shareholders constituted the East Indian Bailaay Company. 
The management was entrusted to them and the Secretary of 
State guaranteed 4 per cent interest on their capital, plus a 
certain share of the surplus profits ^ Under the contract of 
1880, the Company was entitled to one fifth of this profit and 
to one fifteenth under the contract of 1000 ; whereas later on, 
this share came to one-hundtedlh. 

Further, the capital of the deferred annuitants represented 
actual cash handed over and invested for the capital purposes 
of the undertaking , but the share of the Secretary of State 
on winch his proportion of the surplus income was based, did 
not represent the actual cash but the capitalised good-will also. 
Thus the share of the Company in the surplus profits was 
reduced to a vanishing point. 

Thus the company managing the railway did not remain, 
m the ordinary sense of the word, a railway company at all. 
It did not own anything and was not joint owner even to an 
infinitesimal extent The East Indian Railway belonged 
lock, stock and barrel to the Government of India, and on the 
termination of the contract, the Company would merely expire 
in case of the refusal toy the Secretary of State to renew the 
contract Possessing no assets, it would not reqmre to be 


s Surplus profits refer to iftoas receipts remaining after meeting 
working expenses, annuity, si^in? fund payments, ani interest on 
loan capital »hethe m the form of debentures anti debenture sto,.k 
•of the company or of loans or advances by the Secretary of State 
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wouihI u]!, and the quagi-sharoholders would revert to the 
position of the ordinary annuitants 

Tlie dehenture tiolder of a jjnaranteed companj* occupied 
an iqiiaUy unusual position formally a debenture holder has 
a charge on tlio undertaking to wliteli he lends money : but 
the debenture holder of an Indian railway has no such charge. 
The Peeretary o! .State holds the money in his own name and 
the company have no power to touch it without his consent. 
He frequently applies that money to evpinditiire on another 
railway; and that, esen on the undertaking of the issuing 
corni'any, the money ean onl\ be spent when and to such an 
extent as permitted by the St^eretary of State and on works 
approved bj him 

Tlie f'ominittee, therefon*, pomteil out that through no 
fault of their own the part pKjtil l>> the guarantied companies 
m financing the radwavs had been quite unimportant And 
to allow the English donuuled comp.mies to increase their 
share capital in the undertakings managed by them would 
meet with strong opposition from the public Thev did nut. 
then fore, recommend that course and suggested the transfer 
of adminidrativc and fiRaRct.it rontro) of r.iihi.iys to India 

There were certain adsantages of the Eondon Hoards to 
fndiaii railwajs Tlie railwass could ki^-p themscKes m touch 
through them with llntish manufacturers, with Ilntish con- 
sulting engineers and with the London Stoik Etehange The 
directors had technit.al and administr-afive knowledge of the 
railwajs. and their familiarity with Indian conditions with 
a Slew* to iiiitiafe and el-iborafo now si hemes for the improso- 
iiiont and dosclopnicnt of Indian railways could he of great 
use. Hut there wore the disadsantagcs of absentee control 
and it w.is ditricult for the liOmlon Hoards to keep themsehes 
m touch with modern social and trade conditions of India 
and therefore the m.in.ig«’ment of Imbnn railn.Tv.s by the 
Hoards of London domicile was rejected by the Committee. 

Tne mimbers of the Committee including the Chairman 
made further obsersations on the subject of the English lom- 
panies m mow of its bearing on the question of State r». Corn- 
pans mamgenient in India.* Tbc c.ase for Sl.ate nnn.agemcnt 
of Indian r.ulwuj's may be summarised as below : — 

If is true that a company, investing its own money and 
Uniiaging its own property, and judging its offieials by their 
success m making prolits, minllj conducts its busint^s with 
mon' enterprise, economy and flexibility than are found by 
expminee to be attainid In business managed directly by the 
btale ; but the English companies crasril long .ago to bi* 


« K.'.. Pam^rapln 210 2'10 ot t’le /te-corlh Comrntllfe rl on 
InilHn ItAiwnjs 
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compaTiies in tiih aon'M?, The property managed by them is 
not their own, and their financial stake in the undertakings 
18 very small. But it might be said that such objections against 
company management are only theoretical. In practice it 
matters little whether a system is logical, provided that it 
works In the past, however, the system never worked 
satisfactorily and cannot be made to do so The management 
IS only nominally entrusted to the companies, and the 
Government, feeling itself to be the real owner and ultimately 
responsible for the policy pnrsned, has always refused to leave 
any real initiative m their hands The Government is also 
kept apart from direct management by the interposition of 
the companies and the former does not in turn feel an obligation 
to undertake the initiative On the board of each I'ompany 
there is a Government director with a power of veto, 
and il in the past the veto has not been exercised, it is because 
the board have been careful not to pass a resolution which they 
were warned m advance would not be permitted to take effect. 
The company does not retain control over its own revenue 
receipts or regulate its own revenue expenditure The railway 
receipts are to be paid into the Government Treasun, anil 
money required for revenno expenditure can only be with 
drawn subject to restrictions laid down by Government, and 
not necessarily to the extent desired by the company The 
Government control is so detailed that the company requires 
Goiernmcnt sanction oven for creating a new temporary 
appointment carrying a salary beyond 11s 250 per mensem 
"In a word, the company does not and cannot manage the 
undertaking, it cannot, withont the permission of Govern- 
ment, break new ground m any direelion Neither does the 
GoveTument manage ; it only controls and testtams Further 
as the control over railways m every case whore money is 
inxolved really rests, not with the railway, but with the Finance 
Department of the Government, this control tends to take 
the form of Tefusing to face any exceptional investment of new 
money, however great may be its potential earning power." 
(Para 215, Jf^porf c/ the Acuorih Cammittee.) 

Thus under the system, the Government cannot stir up 
a supine company The Government can only propose and 
suggest It can only give orders in cases where public safety 
IS involved And the companies too have no real power to 
manage the undertakings nominally entrusted to them 
"A system seems to Lave bttle to recommend it under which, 
on the one hand, a progressive company is hampered bymeti 
culous Government control of every detail of expenditure, 
while on the other hand, the utmost wisdom on the part of the 
Government cannot prevent the injury caused by the unwise 
and unprogressivo policy of a company’s board, at onto to the 
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rovemu'S of tlio state anil to tlie etonomie ileti li)|'ment of tile 

1 imntrj .^e^^r,i, the jimposal put forwanf bt Ilie other tire 

no nibert that the management rfiolllil be trantferreil from 
Pnelith to Inilian eompamea, the lirst nbjeitlon it that the 
litriT iioiihl neier hale mon‘ than a inmimti mtereit m the 
iinilertahin'-i The Goiemmint will n-iiiam the prulominant 
partner, appoint one halt of the dinaton. noniinate the ehair 
Ilian anil retain iti lontral The iliiiilon of retpon.ihihtl 
hi tween the Goiernmetit anti the Ilo.inl of Ihreetori will still 
eontiniie anil in the ,,ast it has hein r. sponsible tor the failure 
of the Intlian tailwai aisleni to meet its ohlipations to the 
pttblic It eannot be hehei.il that exeeiitiie onieers with a 
iliilileil alhpianee to the lioanl of ilirietors which appoints 
anil liais them, anil to the Goiirnmenl .tanihnK hehinil the 
ihri riot's, ran ever ilo the hist worl of will. I. thei are eapable 
Coinpetent liilsinessnii n will not join Itie bo.inls if tliej hnil 
their powers liitiiteil b) Goietiiineni lontriil anil ri pnlatiiins. 
anil tins sei ms to ho iniplnsl iiniler the pl.in -ills oi ateil b> the 
liinoritj of the Aewotlli rommitlie lliirefoti. the lirst 
teason for rojoctins the litopos,il to est,ihlisli hoarils in Iniln 
IS that they woill.l siiccie.1 to the position hillierto oceiipieil 
V he Lonilon Iloanls, anil this position is turn am. ntallj 
iiirompatiblo with siireesstnl a.lmimstratioii of the Iniliaii 

”''''i'nilUTi*'pilblic opinion is asainst clinpany nianacement . 
an, I it IS en itleil to stoat weiaht. hee.aiise it is with nionej 
Jeeireil on Tn.lian taxation that the Inilnn ta.Iwaj s have 
almost entirely been built It i< the Inilian public that ..sea the 
ra.l.avs an.l pass lor the seri.ee. It is. therefore, necessary 
i hat r..,ln.. ptilil.c opinion sl.oiil.l not he preposses.eil as.iins 
' lailwav iminacement ronipani niana-einent lanno 
.seme herl'e. often unfair, inlicisin from Inilian opinion anil 
eiin if It IS iisslinieil lh..l Stale manacement woiihl not he 
Wtler, Us failures wonhl he jii.laeil more leniently hy the 

''“''Tni'ilher reason was plien l.v llie Coinniittee for State 
maiiaeinient of the Hast Inilian Itailivay. whose maul line is 
paralh 1 with the mam line of the Ou.lli anil Ilohilklianil .talc 
Hallway lor hull, Ire, Is of l.iiles from Amba a to Allahabail. 
\s a sinete system, thronah tralTic eoiiH be iliierteil from one 
In the nriier 'accor.lins to the cn-ater or less ileman.ls on either 
l"r th, aceoniinoilahon of the loe.al traPie Tie wasteful 
lonipetitii.n of the two systems wonhl yielil pi ue to eo oper... 
Hon ami proM.le ei.nxenl.neo to the peneral public. 

The Icnn ‘transfer of ilomirile' IS a ntish.iilina phrase. 
Thin- IS nolhina to transfer. The inaniae.iient of the rom- 
pinies wonhl aulomatlc.nlly revert to Governnient at the rx|,i,y 
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of contract? An Indian company would be a new creation, 
operating under a new contract. The bulk of the capital of 
the new companies wdl ha^e to be subscribed by GoTemment 
and privately subscribed capital inll be small. Even if 
gradually, private capital were to increase, the company’s 
investment would be very small for a long time. by should 
the Government, possessing a majonty interest hand oier the 
management to the minority. Turther, the shareholders in 
the ordinary company would not risW their money without a 
Government guarantee. This scheme might secure some 
money ; but it would not secure money in sufficient quantity 
to relieve the Government of the necessity of borrowing freelv 
in its own name. And even if it did, the objections would be 
that the public would pay dearly for the monev. 

In summing up the case for State management the Com- 
mittee concluded ‘ that no scheme for the establishment of 
Indian domiciled railway companies is acceptable. Only if 
relieved from risk of loss will shareholders subsenbe at all 
Even when so relieved, they wiU only subscribe relatively small 
amounts. Such small amounts would not justify entrusting 
them with substantially independent management And nn* 
less management is substantially independent the justification 
for the existence of a company disappears. And, therefore, 
approaching the question, not as one of national sentiment, 
but purely from the practical point of Mew, we find ourselies 
in agreement with the almost unaiumous opinion of Indian 
witnesses, and recommend that the undertakings of guaranteed 
companies . be entrusted to the direct management of the 
State ” 

The majority met the objections of the minority against 
State management of Indian railways The first point of the 
minority is that Government cannot be wholly relied upon to 
proMde the necessary funds. That the Government has not 
provided sufficient money in tho past is true, but why it should 
not be able to do so in the future is not easily understandable. 
If a borrower fails to get the money because he refuses to pay 
the market price for it, there is no reason why he should not 
get the money on being prepared to pay the necessary price. 
The Coramonw ealth and State Governments of Australia with 
a much smaller population have been able to borrow practically 
double the sums which India has borrowed, even though a 
much larger proportion than m the case of India is non rei enue 
earning. 

It has been claimed that the improvements effected in 
the administration of State raJways are due to the emulation 
inspired by company management. But in fact in India 
there 13 no reason to believe that company management is 
more efficient or more enterprising than State management. 
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traders and industrialists The gnerances of the public haie 
a much greater chance of being redressed sxieedily and efleet- 
m‘lv under State management. It has been pointed out that 
company management does not encourage the development 
of indigenous industnes by sufficiently favourable treatment; 
that It gives preferential trc*atment to import and export 
goods , that under the present system of company manage- 
ment large profits are made in British interests ; and that the 
companies have not pursued the policy of employing Indians 
m higher appointments to an adequate extent and adequate 
facilities have not bc^n granted them for technical training. 
Tliesp disadvantages are evpeeted to disappear under State 
management 

Indian commercial and political opinion is united in the 
demand for State management. In 1922-23 the question ivas 
referred to certain local governments and pubhc bodies and 
opinions were collected and discussed The approaching 
termination of the contract of the East Indian Railway on 
31st December 1921 and of that of the Great Indian Peninsular 
Railway on 3flth June 1925 required an early deemon. When 
the question was debated in the Legislative Assembly in 
February 1923, the non official Indian members were unani- 
mouslv for State management. The Government of Indi i 
proposed that while accepting the necessity for taking over 
the maoagement of tbc East Indian and the Great Indian 
Peninsular Railways by the State, the door should be left open 
for handing over one or both of these railways to an indigenous 
company to secure the benefit of company management The 
Indian non official members were decidedly in favour of State 
management, and the motion for taking these two railways 
under State management was passed They were accordingly 
taken over by the Goiernment for direct management. The 
Burma Railways also passed under State management from 
January 1929 The contracts of the other companies expire 
at different dates, the last being m 1950, when the contract 
of the Bengal-Isagpiir Railway will expire. In 1930 the 
Southern Punjab Railway was purchased by the North Western 
Railwav, and the financial result of the purchase which cost 
approximately Rs 703 lakhs is estimated to be a gam to Gm em- 
ment of about Rs. 47 lakhs a year. 

RtiLWAT Rates I’OLict 

Accoribng to ortboilox economic theory a railwav is 
etonomicallv advantageous to the community onl\ if it pays 
its way in the long run. No gam comes from larrying a thing 
from one place to another unices it is produced at the first 
place so cheaply that it can bear tbe cost of carnage to the- 
second. The test of the utility of the carnage is its ability 
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The system of block rates has also been icsponsible for 
the existence of discontent amon» Indian traders and business- 
men It leads to an artifieial diversion of traffic inconvenienb 
to trade and industry A block rate is a high rate quoted to 
retain traffic on the line on wbieh it originates and to prevent 
or block It from passing o3, after only a short lead, on to a 
rival route A typical case arose in 19dS when a steamer 
concern was started between Broach and Bombay. The 
Bombay, Baroda and Central India Bailwav Company found 
that a certain amount of traffic was being diverted. They 
applied to the Railway Board that they should be permitted 
to impose on the throagh traffic for the short distance to or 
from Broach rates sufficiently high to leave little or nothing 
for the steamer portion of the journey. In the case of sugar, 
the Company’s power of chaige was increased four fold The 
Broach steamers withdrew from the competition; and it was 
on the intervention of the Bombay Government that the 
exceptional increases m the railway rates were withdrawn.* 

An incidental cltect of the railway rates policy in the 
past has been the congestion of lodnstncs in the port towns^ 
which IS responsible for many of their exvsting dilficuUies. 
The senous labour difficulties arc in a certain measure duo to 
the concentration of the industnes in centres sitnated far away 
from the interior The determination of the railway rates 
IS no donbr a very complex matter. It is governed by th** 
principle of charging what the traffic will bear and is affected 
by a number of considerations. The Government have always 
exercised some control over the fixing of railway rates by laying 
down the minima and maxima and by framing a general classifi- 
tatlon of goods The railways themselves have given certaiu. 
conceasjon.s to Indian industnes, such as the low freight charges 
on a few raw matenals, as much in their own interests as in. 
those of the industries coucerne*! In 1915 the Railway 
Board issued a circular urging upon the railways the expe- 
diency of a favourable treatment lor Indian industnes The 
Indian Fiscal Commission admitted that tlie complaints 
regarding the unfair treatment meteil out to Indian industnes 
were not without foundation The Industnal CommLSsion 
recommended that railway rates on goods moved to and from 
the ports should be so framed as to encourage the use of raw 
materials into finished goods in India before export ; and they 
also recommended that consignments travelling over more 
than one line should be ebarg^ a single sum based on the 
total distance. The Fisral Commission held that special 
cates sliould be granted, for a terra, of years to new industries 
and even to others if they could make out a case for special 


• See Acte'yrlh CommtlUe Report. Paragraphs 153, 154. 
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treatment. The Acfienltunil Coirnnis-iion rteoiniiiended the 
{mnt of tnnceision rafei on tlie transport of fcr(ih<or«, fciel. 
fothler, eto , ami they susrgestcd a re t ^.immation of rates 
OH ran tnaUTiHi roquin-tl for ajrnenJfuraJ maohinerj and 
implements and also on their transport Some of these recom- 
nnndafions were aecepted by the Oosornment of India. 

The Aeworth Pommittw reeommended the establishment 
of a Ifafes Tribunal to ndjudKate disputes betwre-n the niiln.ijs 
and the publie m ndation to rates and fares li\cd bv the rad 
naes A similar Tribunal knonn as IJafes Ad>i*ort I'ommiftee 
was sol up in Ilnsland under the Cnglish Almisirj. of Transport 
Act, 1919, uml the Indian K.ulw.is Committee were cMdently 
inlliunced by the eonstitution of that hod> lienee the> 
recommended the establishment of a Rates Tnlnniah lonsistmff 
of an experu need lawxer ns ehainnan and two other inemhcrs, 
iin<‘ represcntinj; the eonmiernal mterists .iml the other repre- 
Miitintf the radwajs. with power to add two additional 1110111 - 
bers on eaeb side In April 19J<» a Rates Adsisorj Committee 
was set np to iniestisale and make rrcotmnendatioos to 
(losernment on suhjetts relating to lomplamts of undue 
prtdi n me, eornphunts reganJmg unn-asonabh* rates, (ornpliints 
or disputes in respect of terminals, complaints jn respect of 
londitions as to jimking nttacbeil to a rale nnd complaints 
that railwnjs do not fiiltd tluir obligations to proxjde ri.isoiiable 
facilities for tr.ide 

There is little room for an inmMve m tlie ne.ile of rate* 
and liri's, and to battle sure essfidly with roail competition, 
the short distance rates both for passenger and goods trafik* 
need ndiietion. with a simultaneous abolition of difterences in 
class, both for jiassengers and goods, ns m the ca«e of motor 
bus and railway luggage rates. Otln r possible improxemenfs are 
the aholitfnn or reiluctlon of fermiiials. and of short distance 
charges now lexied on short distance fraflic, the introduction 
of a gt ner.il schefiie of mileage gradation on the ronfintioiis 
mde.ige on all radw.i}« intended to increase the axerage length 
of ban!, .and the extension of the “free” time for wbar/jge and 
demurrage. 

In April 1911 spi'cial Cooimittee of the Indi.an Railwar 
Confertnee Association was appointed to reVHc the gineral 
ilas^ihralion of goods in India. They were asked to ri'porf 
wlnt statistics shmihl 1 k» compiled to furnish the dat.\ required 
in solxing the problems which changes of the genenil elassi- 
heat ion on the hni s suggested in the previous paragraph would 
present The Committee wire asked to keep m \u-w the fact 
that the statistics to lie suggested by them sliould enable the 
hnamiil cfTect* of any changes in classification or rating policy 
to be estimated. 
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The Acworth Committee also xecormnctitleiV the p'^tabbsh- 
inent of C«ntral and Local AtUwoiy Council? to ^'ive tbe 
Indian public a \Qiee in railway management. All fitate 
ratlways now po??cs? such Committees , while there i? al?o a 
Committee of the Central Le^slatnre, consisfing of repre- 
I'entatiic? from the AsoernWy and the Council nf State. 

0% FR-C \^1TA1.^SAT10^, INTFBFST CnARI.FS, CTC 

The Imban railways ha\e been incurring deficit? for the 
last many years and the Railway Member in presenting the 
Budget for 193fi-3r pointiHl oat that trade depression, nation- 
alistic policies of the ranoos conntnes including India, rail road 
competition, tiiketles? traTcIling and undercharging of freight 
wore the causes responsible for this state of affairs Cost on 
account of labour legislation and improvements m the serrice 
conditions of the staff were also stressed as the cause's res- 
ponsible for deficits 

Trade <Iepres.sioa is undoubtodlj responsible for tUl? state 
of affairs . but recovery on this account cannot be made till 
there I? a rse m pnees, a process which most take time 
The pursuance of nationalistic policies has led to the realign- 
ment of traffic along new routes, leading to the substitution 
of short lead for long-lead trathc. This adjustment also will take 
time The case of rail road competition is disenssed separately, 
htnetness toward? ticketless travellers may remove oviicrowd- 
ing of third class compartments, but it is not likely to improve 
railway earnings to any appreciable evtent: while there 
might be slight improvement in revenue by n-moving fraud? 
regarding the undercharging of freight 

The internal organisation of railway? requires improvement. 
The question of over capitalisation should be investigated into 
with a view to improve the condition of railway finance? in the? 
country Over capitali«ation may mean excessive capital or 
watered capital The latter is really fictitious capital and 
should not be confused with the former In all probability 
when railway s were purchased from private companies 
from time to time by the Government of India, amounts 
were paid for premeses 2S per cent more than their capital 
value 

The steady growth of interest charges has been responsible 
for the diminution of the net return from Indian railways. 
The method of calculating interest on railway capital is some- 
what peculiar. It i? calculated at the fixed rate of 3-3252 
per vent, on the total outlay as on the 31st ilavvh 191T, and 
at an average rate of interest on all capital outlay after 
that date The average rate of interest has varied a? given 
below ; — 
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192 1-2:1 
I92T-2»- 
192(--27 
19J7-2'< 

I9J1-29 
I9j;u;9* 

rn-\ioiiHl_\ il lJ»«* |»r.Httc«‘ to obtain tlu rato 

of intiTi*it .i]i|iltra)]b‘ m an\ \«Mr b% diVKlmt; tlic total intcro^t 
for all railniiV't. aitiiilh |ti>abb’ on all loan-* lloated 
bj fj«* fJoiorritnfnf of Imli.i afJ«r litUt-l7 bv fho nonunal 
amount of tlio 'bbt untntamlm" TIim tmtlioil dul not allou 
for 111 in^ fluatiMl at a jir* niium ordisioiinl Mont of thi’sr loans 
Moro fl()it<‘<l at a iliMount. and thondon- fin- aitiia! raft- of 
intiri‘st appliiMl lias bri-n iiitiir-alh loss than tin* .icluil cost of 
borrowms Tlio ini'tluHl was ulli-rtd and tin* rati* is now 
obtaliu’d b\ dunlin^' tin* total mt<*n*s! iliarsos. not b) tin* 
nominal utimunt of tin* oiitstandint; dibt but bj tin* actual 
niimunl rcaltsi'd for tin* nominal umoimts Tins lias imant 
an ttnroaso of n]i]ir<iximat(ly oin* Ibinl of om* pi-r (cnt m tin* 
rate iitid ulmut a irorc m tin* iiiti*n*st ibarci ^ bonic by railway 
n* willies 

In order to imiiroM* tin* tmuniil sonditmii of the railways 
ill tins lountf}. an i'n<{wir> is micssarw into such questions as 
owr caiiitnlisation, int<*n*st ibargvs, its* Tin* iiniuiry must 
be indi’iH iidcnt and slioiild s*onsist of tin* ri*iircsontati\i‘s of 
till* Jf^islatiin*. trade, incliistry. coiiuiierce and iconomists 
K\TI.WAV VM) MoToit III w t’OMn xmoN 

Tin* ifTi<( of motor <om{«*tiH«n on railway (arriimrs 
Kliould not be utiderestimafiHl Indian railways liasi* reeo"ni«ed 
tills fact aii'l an* trjms to adjust tlnmsches to tlie <lian"inst 
i ireumstanccs. Tfiey an* loiiiin;: to ti-nns with road trallic. 
Tin* tirst Hull Hold t'onfcnnrt* waslnldat Simla m 19‘tl and 
model Mliiole rules suitable for aiqilKatioii tbroii'ihout the 
emmtry win*drafl<d. In 1912 Messrs Jlifrhell and Kirkiiess 
win* aiqioinleil by the (Josemiiient of India to enquire into 
and make a rejmrt on road and railway competition ami the 
po'sibditit s of their ro-onlination and ort^itin* dt m*1oj)iii« nt. 
The JjiuO-JiDd rojoiireiiji* aldcli juail in S'xuji j.o Afxn) JP-l'A 
tnnsiibn'd the problems on the basis of the material lolh-elisl 
b\ the exjM rt<. Tin* followin'; rtsolutions win* uiiepted at 
the Coiifi n tile : — 


r» -9 12> per cent. 
r..i 9:9 
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“ Tn. areas wliere unecoaomic competition betrieen railway 
and road transport has been proved to eMSt, such increased 
CO operation and co ordination may necessitate the adoption, 
by mutual agreement, of measures designed to reduce such 
uneconomic competition to the minimum compatible with the 
maintenance of Iicaltlij com 3 >etition 

‘Any compreliensive or omform plan of general develop- 
ment must sooner or later involve ^gradual expansion of facilities 
for rural motor transport, complementary to the radways and 
to other arterial roadways, but as internal district communi- 
cations — apart from the main arteries — ate largely controlled 
by local bodies, any intra-pronncial co ordination of effort 
must necessarily in the first instance be a matter for the local 
government and legislatures, who, m such matters, should 
consult, and to the best of their abibty, co operate with the 
railway and other interests concerned. 

“in order to ensure increased co-operation and more 
intelhgcnt co ordmatjon of effort between the various authori- 
ties concerned, the Ponference considered that the following 
measures would be justifiable' — 

(a) The control of pubbt sctrue and goods motor trans- 
port should he regulated in the interest of public safety and 
convenience 

(b) The number of vehicles bcensed to ply for hire should 
be restricted so as to prevent such competition betneen ell 
forms of transport as may be contrary to the public interest. 

■ This Conference considers that the statutory provisions 
which at present limit the operation of motor sertice by certain 
railways should be repealed 

“This Conference recommends that the present regulations 
regarding public service and goods motor transport should be 
reviewed with the object of amendmg them so as to afford 
every encouragement to the development of rural services 
even to the extent in exceptional cases of granting of monopolies 
for limited periods 

“This Conference considers that, m the interests of all 
concerned, a co-ordinated plan should be drawn np for the 
taxation of motor transport by the various authontics 

“This Conference considers that — 

(а) the present road development account should be 
continued for the duration of the present constitution and 
w ould urge that provision for its continuance be made in the 
new constitution : 

(б) the class of roads to which the road development 
account should be applied melnding the maintenance of roads 
ccAJ.sf.t'i/ite'i biowL that a/icaunt., be. cefiauxulecadi 

(c) in present circmnstances the most urgent need is an 
improvement in the efficiency, and a reduction in the co^t, of 
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the transport of agriculttiral produce to markets and thence 
to the railways ; future road dcTelopment programmes should 
he framed accordingly ” 

In many proTinecs, Boards of Communications have been 
set up iihcxe reprcsentatires of radways meet local authorities 
and discuss road problems They aim at seeing that fresh 
roafls do not run on parallel lines to the railways With a 
proper CO ordination and dcTelopment of motor bus service, 
roads can prove good feeders to railways 

Kailwats. lm)cr the 2*ew Costitltion 

Sections 181 to 199 of the Government of India Act, 1935, 
lay down provisions subject to which Indian railways be 
financed and controlled The executive authority of the 
Federation in respect of the regulation and construction, 
maintenance and operation of railways shall be exercised by 
a Railway Authority Out of the seven members of the 
Authority not leas than three, including the President, shall 
be appointed by the Governor General in Jus discretion The 
Authonty shall act on business pnuciples and will pay due 
attention to the interests of agriculture, industry, commerce 
and the general public On questions of policy, it shall be 
guided by instructions of the Federal Oosemment and as to 
■whether a question is or is not a question of policy, the decision 
of the Governor General t» kis discretion shall be final 

The Authority shall maintain a Railway Fund and all 
moneys received on revenue or capital account to discharge 
their functions shall be paid into that fund, which will bo 
utilised to meet expenditure for carrying on such functions. 
The Authority can also mamtnm separate provident funds for 
the benefit of railway employees 

The receipts of the Authority on revenue account in any 
financial year shall be applied in — 

(а) defraying working expenses ; 

(б) meeting payments due under agreements to railway 
undertakings ; 

(c) paying pensions and contributions to provident funds ; 

(d) making due provision for maintenance, renewals, 
improvements and depreciation ; 

(<) making interest payments to the revenues of the 
Federation ; and 

if) defraying other expenses properly chargeable against 
revenue m the year. 

Any surpluses on revenae account shall be appoctioae^l 
between the Federation and the Authonty m accordance with 
a scheme to be preparcil by the Federal Government. Or 
until such a scheme has been prepared, the distnbution will 
be in accordance with the existing principles. The amounts 

10 K 
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of the receipts and expenditme shall he audited by the Auditor- 
General of India The Authority shall pnblish annually a 
report of their operations dnnn^ the prenons year and a 
statement of actonnts in an approred form. 

The Goremor General may appoint a BaUiray Hates 
Committee to advx'e the anthonty on di.?putes between the 
Anthonty and the pnhlic in connection with rates or trade 
facilities A Bill for regulating raQnay rates or fares shall 
not be mtrodneed in either chamber of the Federal Legi'lature 
except on the recommendation of the Goremor-General. 

There ate provisions for requiring the Fc-derated Ftates 
and the Bailway Anthonty to aSord all reasonable facilities 
for throngh traffic at throngb rates and for preventing unfair 
di'cnmination. There shall be a Railway Tribunal, consisting 
of a President, who will b** one of the judges of the Federal 
Court, and two other persons, to whom the Federated States 
will be able to make appeals from certain directions of the 
BaQway Authority. The Tnbnoal snll have the power to 
alter the orders of the Railway Authority and to issue orders 
for the payment of compensation and of costs 



CHAPTER XXI 

Local Finance 

In the early clays of government, national and local 
finance could not be distioinnsbcd from one another The 
political units were so small and the range of their actnities 
80 localised that the administration was necessanlj on a res- 
tricted scale The functions and undertakings of some of the 
largest nations of ancient limes would he overshadowed by 
those of ordinary’ municipalities of modem times Rut as 
population grew and the smaller nations were gradually 
absorbed by the larger ones, the need for a division between 
central and local functions became imperative Up to that 
time, m comparatively small terntones, the people had been 
in close contact with the governing body, and there was thus 
no ncccsut} of an intermediate authority But direct rela- 
tions became more diffitult with the growth of the nation m 
population and extent The state found itself burdened with 
an ovor-growmg number of duties, while the central govern- 
nicnt could not possibly take an elTlcicnt interest m localised 
affairs in everj’ part of the kingdom Even witlj the best of 
Intentions to administer directly for local needs, tho govern- 
ment would hav’c found itself handicapped by the lack of 
knowledge of the peculiar circumstances of each unit. Thus 
the need for devolution of functions and responsibilities became 
imperative as the nation grew in popukation and extent 

This fact necessitated the subdivision of functions between 
tho State and the smaller aiitliontics and this took place m 
a very iniphazard manner Tins subdivision of functions did 
not develop on identical lines in various countries and, there- 
fore, there could be no uniformity m tho apportionment of 
tasks and m the raising and allocation of revenues. The differ- 
cnees wore mainly caused by historical and geographical condi- 
tions. Tlic powers and functions which were originally devised 
for meeting immediate needs with little regard to wider issues, 
gradually acquired some degree of permanence Tiie central 
authority in different coimtnes came to have a far from umfonn 
control over tho local bodies. Tlie British Parliament lias, 
for inst.anee, legal rights to abolish the present division into 
counties and parishes : but the United States Government has 
no such powers Tlieic the individual states have certain 
inalienable rights ; because they existed as political bodies 
before tho formation of central government. Thus they were 
given pnviJegcg m the national constitution wliich the British 
local bodies or even the Indian provinces do not possess. 

Thus, local finance plays a larger part m tho United States 
than m Great Britain onacconntofthe sire of the administrative 
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unit and on account of the relative iveakness of central 
control The individual states have adopted methods of 
raising revenue which arc beyond the powers of Kritisli local 
authorities They rely on tbe general property tax for about 
half their income and have very wide powers in the matter of 
assessment Some of the states also have income tax In 
fact direct taxation is one of the characteristic features of local 
finance in America as contrasted with the methods in Great 
Britain In Bntiah finance, a much more important place is 
occupied by the system of grants in aid from the Central 
Exchequer to local authorities than in Amenean finance 

In some European countries, e g , Trance, Italy and Spam 
in particulai, mumtipahties still depend on octroi'*, i e , local 
import and export duties, for the bulk of their revenue. It 
used to be a feature of the English local finance also under the 
^ild era of mdustry , but the practice has Jong since ceased 
in that country Octroi taxation has little economic justifica 
tion, and its persistence in some places h due to people's inertia 
and to the long established tax-raismg machintry to which the 
citizens have become accustomed 

The lack of a uniform practice in the methods of raising 
fitiance for local bodies is due to the absence of univecsallj 
accepted division of functions between the central and the 
local goyemtnent In some countries the rights of local bodies 
are very prescribed, and they have to obtain permission for 
almost every important undertaking from the national autho- 
rity i while in other conntnes, they possess a considcrablo 
degree of autonomy 

JSoraetimea the interests of the country as a whole requite 
that the central authority must provide certain services 
There is also a strong case for ceutral control where uniformity 
of policy and co ordination of actirities are essential ; but 
many functions can best be earned out by local authorities, 
^'here the needs and conditions of a particular district require 
special knowledge and pronsion, or when the service is of an 
exceptional kind, the nature of which depends upon the special 
circumstances of the locabty, tbe people on the spot are best 
able to deal with the sitnatinn. In some cases, the duties 
may require constant and detailed supervision, when local 
responsibility will give the best results 

The central government is the proper authority for 
organising tbe national defence, and even when the local 
authorities have a considerable degree of autonomy, the right 
to engage in deahngs with foreign govemnients and to provide 
for the military and naval forces is an excinsne right of the 
central authority. In the interests of unity and economy, 
the postal system should be under the charge of a central body ; 
while the right of issuing coinage, the scheme of weights and 
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measure?, and similar other agencies which facilitate national 
trade, must be in the chaise of a central authority 

Certain functions, eg, water supply, lighting, sanitation, 
police protection, education, etc., cannot be adequately or 
economically carried out by the State It does not, honever, 
mean that the State has no right to intervene e\ en when these 
functions may be inefficiently performed by the local authority ; 
but what it means is that the State should not interfere m such 
eases except when the local anthonty is incompetent Accord- 
ing to J. b Mill, “It would not be a matter personally indif- 
ferent to the rest of the country if any part of it became a nest 
of robbers or a focus of demoralisation, owing to the maladminis- 
tration of the police , or if, through the bad regulations of its 
goal, the punishment which the Courts of Justice intended to 
mflict on the crinimals conhned tberem («ho might have come 
from, or committeil their olTencc m. any othei district) might 
be doubled in intensity, or Jonered to practical immunity 

The organisation of defence is essentially a national duty ; 
while the administration of the High Courts of Justice is also 
in the hands of the State" The police forces can also bo in- 
cluded in the same category, and the State makes substantial 
grants to local authorities towards the upkeep of the police, 
but many people would urge the transference of full responsi- 
bility to the central authority The same mode of reasoning 
could bo applied to several other functions administered largely 
by local authorities “If the water supplies or the sanitaiy 
arraiigcmcnls of a district are below the standard considered 
necessary for the mamtenante of full health, the rest of the 
country cannot look on with equanimity Epidemics know no 
municipal or county barners Also, the benefits of such services 
as education cannot be confined to the areas in which the instruc- 
tion is given. Some financial assistance and central control is 
essential if the national minimum standard is to he maintained ® 

It is mainly for liistoncal reasons that destitution is still 
dealt witli to a large extent on a local b.asis The Elizabethan 
legislation substituted a compulsory for a voluntary system ; 
while it defined the practice by which the administration of 
relief was left to the officials of the parish The Law of Settle- 
ment of 1602 reaffirmed this policy. According to this legis- 
lation destitute settlers in a parish could be removed to their 
original parish within forty days of their leaving the latter 
place. Tlierc was some justification for treating poverty m 
this narrow fashion originally ; because the country was not 
then an economic unit and destitution could be attributed to 
local causes. But tlie roots of unemployment and poverty 

^ liepTesenlaiiie Goiemmetd. 

* U. A. Silverman, Taxafion, Tta Incidence and EJfecU, p. 277, 
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became more anti more widespread witli an expansion m busi- 
ness, industries and commerce snitb the advancement of the 
industrial and commercial revolutions of the 19th century. 
Causes and conditions m one place now has e great repercussions 
on conditions in other localities A change in national habits 
might cause senous damage to a localised industry , and now- 
very often tliQ reason for poverty and unemployment is to be 
attributed to international rather than to national rearrange- 
ments and factors Very little of the poverty can now be 
assigned to local causes, ytt the public in Great Britain conti- 
nues to emphasise local xcsponsibilitj 

There is no fundamental difference between national and 
local taxation The principles goseriiing the revenues of 
London, Pam or Bombay are not less important than those 
guicbng the finances of the minor nations The significance of 
the term ‘ local” is relative According to Professor Cannan, 
•‘the real difficulty is not to find a local tax which is not a rate, 
hut to find anv tax which is not local A hew York State 
tax IS local m relation to the I'nitcd States, and . ■ a true 
impenalist would regard similar imposts -which we call 
‘imperial taxes’ as local * But when we compare a local 
authonty with the nation of which the local authonty in 
question forms a part, wc find differences of considerable 
significance in their finances Fintly, there is the difference 
of degree, t e . the national finances ate far greater in magnitude 
than local finances Secondly, there is the distinction between 
the uniformity of national taxes and the vanabihty of local 
ones The latter vary from one locality to another ; while 
the former are more or less uniform Xhrdly, there is a 
difference in the manner of assessment ifational taxes are 
uniform, but they arc drawn from several sources , while 
local taxes, though variable, are all governed by the single 
criterion of immovable property 

Another distinction of a different kind arises from the 
difference in emphasis laid upon the element of benefit in 
public finance In the first place, national taxes arc on a very 
huge scale, and it is, therefore, difficult if not impossible, to 
link up actual payment and benefit The cost of certain 
services as defence against external aggression cannot be 
split up according to the .advantage eonfeired upon individuals. 
ilOTDover, even if the connection could be traced, the extent 
to which it could sen e as a basis of taxation must of necessity 
be limited. "It would be foolish to suggest that for the bene- 
fits provided m the form of old age pensions, grants to the 
insurance funds, and so on, a specific tax should be levied upon 
the recipients " 


^ Rxafory of Local Hatet, p, 4, 2nA Editioo. 
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On thc' ot}ior hand, the elemcut of benefit is more 
pronounced in the case of local finance The area 13 more 
restricted and it la, therefore, more possible for the ratepayers 
to identity particular paymonta ^\lth particular benefits Of 
course, some services are as difficult to assign on a basis of 
individual contribiifions as are the services of a central 
authority For example, the expenditure of a municipal or 
a District Board on education and road construction docs not 
give a calculable return to the ta\ payer m exact proportion 
to the amount that he is required to pay. Most of the citizens 
may get no direct advantage at all , while others may receiv'c 
considerably more than they give The rich people may not 
participate directly in (lie educational facilities; while the 
poor may derive a considerable benefit therefrom 

There are rertain services which are provided on a definite 
cost basis Tins is the cose with tramways, gas, electricity 
and other forms of municipal enterprise, which are conducted 
more or less on eommenial hues Only that part of their 
revenue which represents a profit should be regarded as a 
local tax in the real sense Some muoicipalitieg m Wcstcru 
countries have contemplafeil extending the practice of supply- 
ing milk at loss than actual coat to the poorer classes of 
community Tho immediate loss would bo more than com- 
pensated by tlie improved physique of the children and their 
greater officienoy when they become earners or producers 

There are other public services which yield a handsome 
profit and thus they provide a relief to ratepayers There is 
a difference of opinion with regard to the propriety of charging 
such prices as will yield a Hrgc surplus for this purpose JTo 
serious objection should he taken to tho making of profits on 
services like public markets and parking giounda; and local 
criticism is usually absent when most of the profit is made 
from visitors to tiic town But it may ho said that taking 
the country as a whole, Ihe whole of the local profit is made 
out of the more common public services, and comes from the 
people wlio live or who carry on their business on the spot. 

The practice of appropnating the profits of certain public 
undertakings for tlie rchef of the rates is open to criticism on 
grounds of equity. 5[ucli of this profit comes from services 
iispil by people of the working classes. They live in small 
hmises and, therefore, they get little rehef iji rates The 
roluf goes to the people of the more prosperous classes, who 
very ranly use these services and who enjoy a relief to their 
rites out of all proportion to the use they make of tho service 
that yields the surplus. It is. therefore, necessary that the 
<lnrges for such scrvioes should not he higher than necessary 
to cover the actual cost, ami the absence of a profit should not 
be taken to imply an inefficient admimstr.ation. In som'' 
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cases, these services mar Lare to be snpphed at a charge loiver 
than the actual cost, be^nse that -would increase the efficiency 
of the poor who -would becrane more efficient earners and thus 
the burden of social costs would be lighter. 

liOCAL FEtisCE re Isxui 

About 90 per cent, of the population of Untish India 
lives m -villages and thus a far greater importance attaches 
to District Boards than to Mmuoipalities At one tune 
Pro-vineial Bates or surcharges on land were an important 
item in the budget of the Central Government To-day they 
are a substantial part m the rerenues of Distnct and Local 
Boards and their proportion to total income raned in 
from 2.") per cent in Bombay to 63 per cent m Bihar and 
Onssa They started in Bombay and Madras m the sixties 
of the last <entniy and were levied chiefly on land for the 
construction and repairing of roads and for other types of 
expenditure of a social and educational nature as the uphcep 
of schools, dispensaries. Tillage sanitation, etc In pursuance of 
Lord Jlayo e scheme of dnancial decentralisation, tie principle 
was extended to other provinces In ISTl. Acts were passed 
levying sunPar cesses in Bengal, the Bunjab and the United 
Provinces In some places, cesses for roads and schools, 
assessed at the tune of land revenue settlement, were continued 
side by side witli tie new general cess Between 1^71 and 
1903 certain cesses were introduced for Imperial purjicses. 
The ramme Insurance Fund was instituted in 1S7S to winch 
certain cesses were added in some provinces chiefly for the 
pajment of village officers 

There was an improvement in the financial position of the 
Goreniment of India and in 1905-OC all cesses except for local 
purposes were abohshed The effect was a transfer of the fund 
for local purposes and the Provincial Govemment was com- 
pensated from the Imperial Xreasuiy Beoently there has 
been a tendency either to increase the general rate or to add 
new cesses for certain local purposes as primary education. 
The basis of these local cesses on land vanes with the land 
revenue system In some rav^twan areas, the cess is le-ned 
on the basis of land revenue, whereas in the United Pro- 
vinces and the Punjab the annual value is tahen at twice the 
land revenue as the basis In the permanently settled areas 
the basis is either the rwital value or the acreage The rates 
of tie cesses are left to the discretion of the local bodies; 
but the maxima and the xouuma are laid down by the Pro- 
vmcjal Legislature The land cesses are collected with land 
revenue , but they are admixustered by the local bodies. 
The limits vary from 6J per cent to 12J per cent. According 
to the Beport of Sir \tB3tCT Layton, the maximum which 
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in some provinces has been one anna m the rupee should not 
be retained ; because the land revenue no longer represents a 
high proportion o[ tho net produce, particularly in the per- 
manently Settled areas and because all the other cesses on 
land have been abolished • The land cess is levied at a flat 
rate and is not, therefore, in proportion to ability to pay It 
is, however, nn appropriate tax, because it is applied for local 
benefit The Taxation Enquiry Committee recommended the 
stanilardisation of land rcsenue so as to leave a wider margin 
for local taxation 

Local bodies in India are under Provincial Governments, 
and tlicir functions, constitution and resources arc regulated 
according to the prosisions of the statutes by which they 
hare been created The Presiilency Corporations of Calcutta, 
Bombay and JIadras haie separate Acts, while there are 
Jfunicipal and District Boards Acts m other proviuccs, acconl 
ing to which local bodies are constitutid Tluv arc controlled 
by the Local Self Government Department of tlic I’rovmcial 
Government, winch delegates some powers to tho Commis- 
sioners and District Oflicers The Government nf India also 
controls local bodies by presiribirig the taxes which the latter 
can impose and by limiting their borrowing powers In recent 
years the passage of legislation in difTi rent provinces has tended 
to widen the scope and powers of local bodies by which their 
contributions have been made more liberal, and certain irk- 
some financial restrictions have bcin removed As this 
process develops in course of time, conditions for the success 
of local bodies will become more propitious 

Their financial year begins on Apnl 1. and the annual 
estimates are prepared by the Chairman or by the Executive 
Officer of the Board, who gets the necessary information from 
the heads of tlie departments The estimates are ready about 
eight weeks before the expiry of the current year, and are 
submitted to tlie Board after being examined by the rmance 
Sub-Committee, in ease there is one m existence under the 
Board. As a general rule, tho Boanl can pass tiie estimates ; 
but m some cases the previous sanction of the Commissioner 
of the Division is necessary. In such cases, the estimates are 
forwarded to those officers who can insist on the omission or 
insertion of rert.ain items. The Board then passes them 
finally on their return from such oIRccrs. Generally speaking, 
tho Board can dispose of the estimates, and a copy of the 
sanctioned estimates lias to be sent to tho local Government 
through the District Oflicer for their information. 

Tlie Provincial Government has to satisfy itself that the 
obligatory functions of the Board have been duly provided 


* tfinion Commission Ttsporf, para 275. 
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for m the estimates. The Soard is authorised to revise the 
budget in the course of the year, make supplementary provi- 
sions and authorise reappropnations of savings from one head 
to another . but the balances cannot be reduced below the 
minimum laid down by the Pronncial Government la case, 
the budget estimates xeqaire the approval of the Government 
Officer for passing them, all proposals for supplementary 
provisions also require the approval of such authority. It 
may be said that most of the local bodies have final powers to 
pass their budgets and the control of Government Officers 
IS vanishing 

Their functions are obligatory and optional, and the 
former have priority over the latter in the allocation of local 
funds, and local boards have to make provision for them 
within the limits of their resources Tfac local bodies obtain 
their income from eertam proscribed sources and vary the 
rates of taxes and fees subject to certain maximum and mini- 
mum limits The Boards, nbich are indebted, have to obtain 
the sanction of Provincial Government to reduce their rates 
Their receipts consist of income from taxes and fees, rents 
from markets, sale of night soil, etc, and they also get grants- 
in-aid from provincial revenues. The permiSBion to impose 
taxes 18 granted by Provincial Oovemmentg, and the local 
authorities make use only of those taxes which are suited to 
local conditions and arc adequate for their local needs. Thej 
can also vary their rates without the previous sanction of the 
Local Government within eertam hmit.s. The important 
sources of incomo of the urban boards are the taxes on houses 
and buildings, the octroi or its substitute, the termiaaV tax •, 
whde the mam source of income of the Kural Boards is the 
land cess collected by the Provincial Governments and placed 
at the disposal of the District and Taluqa Boards. 

Local bodies can apportion the benefits which the indivi- 
duals derive from the services rendered by them with less 
difficiiltv than is the case with centra! anthonties, and thus 
greater weight should be given to tins consideration in obtaia- 
ing revenues by local bodies 3 InntcipaI trading should be 
more extensively ulibsed lor raising foods The grants in aid 
are given for general or for specific purposes, and they bear a 
certain proportion to the expenditure of local bodies It is 
through them that the necessary amount of control and super- 
vision can be enforced with real advantage and without a 
sacrifice of the initiative and freedom of local bodies ; but in 
this country the grants in-aid are only a means of supplementing 
the meagre resources of local bodies 

Local authorities should cmrelate benefit to services to an 
adequate extent, and their income should thus consist more 
of fees than of taxes. This principle has still to be embodied 
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in tlif li'cal arrangements of local bodies m India ; but local 
taxation would be necessary even when this is done. 

Tlie jirocodiire for the collection of taxes and other muni 
< ipal dm s IS that the payer gets a bill from the local authority, 
and the jiayment is to be made in tlie ofTico A warning is 
issued if the pajnunt is not made within a certain period of 
time, and legal aition is taken against the defaulter, if the 
payment is not made e\en then The system of outdoor 
colketion is adopted in certain cases The tolls, fees and 
octroi dues are collected by the tax collector and paid into the 
muniti[ial nlTice As aln^ady observed, the land cess, which is 
the mam source of income of the rural boards, is collected by 
Provincial (JoMTnmcmtH With certain exceptions, all local 
funds haxe to be depositc*d m the Tic-asunes or in the branches 
of the Imperial Hank The expenditure is incurred according 
to file pros’isions of the budget estimates as finally passed or 
ns modifii d later by local autlioritws The estimates cannot be 
excitdcd by the employc‘«‘s without obtaining the previous 
sanction of tlie Hoard The claims for payment from tlio 
local rexenues are presented to the thicd Executive Officers, 
w)io pass them for payment after examining them The 
payments are generally made bv cbc-qiies on tho balances m 
tlie Treasury or in the Imperial Bank The establishment and 
otlier ciiargcs are paid on bills drawn on prescribed forms, 
which must be signed by the Executive Officers, and the 
iimnunts are drawn by cheques for disbursement 

The form of the accounts and the heads under which the 
rc'teipts and expenditure are classilied arcs prescribed by the 
Provincial Governments. The iteport of the Auditor is consi* 
derecl at a meeting of the Board which decides the action to 
be taken on the points raised thcTcm Copies of resolutions 
cmhodjing the decisions are sent to the auditor and to the 
olfircr, who receive the annual report of the Board The 
objections, which arc not withdrawn by the auditor, aro settled 
cilliir by the recovery of the accounts m question or are sub- 
mitted for the orders of the Proxincuil Governments The 
sii{K>rti'ion of the l.itfer m this rcspcujt is a safeguard against 
the misuse or mismanagement of local finances. 

Loe.il bodies can raise mom y by loans also ; which may be 
obtained from the Prox'ineial Governments from the ProMncial 
Lo.in Account, or raiseil in the open market. In the latter 
rise, the sanction of the Goxemmetit of India is necessary. 
Their loans have to be repaid in all cases, and the usual period 
of repayment can ncvir exceed sixty x'oars, and annual provi- 
sion has to be made for repayment. The borrowing is allowed 
for niMting heaxy outlays, xxhich cannot be met out of annual 
rexenues. It is done generally for public utility concerns of 
a non-reimmeratixe character. It Is necessary to exercise a 
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The total annual income as gircn m the second taWe h 
distnbuted among 1H maucipalities, and it is thus clear that 
on an average municipalities in India are financially very poor. 
The Bombay Corporation alone has an annual income of over 
Ea 3 crores , while the corresponding figure for the Calcutta 
Corporation is Ea 2 crores These corporations cannot stand 
eorapanson to municipalities m Western countries Glasgow, 
for instance, inth a population approximately equal to that 
of Calcutta, has ahont twelve times the income of the Calcutta 
Corporation 

Belsseen lt>14 and 1930, local expenditure m Japan in- 
creased from Ee. 41 crores to Bs 229 crores , whereas m 
India with five times the poxmlation of Japan, local expenditure 
in the same period increased from Es 26 crores to Es. 54 
crores only Thus the per capita expenditure of local bodies 
for 1930 in India was Es 2 , while the corresponding figure lor 
Japan was Es 30 or eighteen times that of India In India, 
the increase w as 2 •! times , while in Japan, it was 5 -0 times. 

In the United States of Amenca, the expenditure of local 
bodies in 1927-2S amounted to Es 1,874 crores , while the 
gross total expenditure of the Federal, State and Local Bodies 
put together for the same year amounted to Es 3,486 crores 
This means that local bodies there have a spending power of 
about 54 per cent of the total expenditure of the Federal, 
State and Local Govcniincnts ; while the local bodies in India 
Bpeod only 20 per cent of the corresponding total amount. 
For the year 1927-28, the jxr capita expenditure of the local 
bodies in the United States of America was over Es 150, or 
about 75 times the corresponding figure for India. The 
extraordinarily low expemliture of local bodies m India 
requires invcatigation 

The poverty of local bodies in India is thus m marked 
contrast with the rich resources of similar bodies elsewJiere 
The Simon Commission remarkeil that “local rates of all kinds, 
urban as well as rural, produced in 1927—28 m Bntish India 
about £ 12i millions, which is only little more than the income 
from rates in that year of the London County Council alone.”* 

The question of local finance came into prominence with 
the inauguration of the Keforms and the transfir of I<ocal 
Self-Government to ministers The resources of local bodies 
m India are very inadequate in view of the devolution of 
powers to local bodies and in wew of the variety and wide 
range of their functions like public health, education, etc 
They cannot introduce efficient standartls of administration 
of the various functions assigned to them without a consider- 
able mereaso in tbeir monetary resources 


^ Simon Commission Jtepori, Vol I, para S'T. 
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Cause'? or ^^AD^QUATE HESOUEcns 
The low taxahle capacity of the piople of this country is 
an important cause of the inadequacy of local resources m tins 
country The following table shows the national income and 
national wealth of a few countries which brings out the com- 
parison clearly. 

Income and Wesltii 


Country j 


1 Ndtion il ' 

I ncoiTie 1 

V ear l 

National 

Wealth 


1 

1 

1 

1 Per 

lIcAlof 

populj-j 

(ion k- j 

1 

1 1 

' Total 1 
1 Ri 1 

j (croren) 

Per 

Head of 
Popula- 
tion K« 

IhitHh India 

1 

1922 27 

2.223 , 

82 

11)30 

1 12,000 

441 

Tho United Kingdom 

1031 

4 OOo ' 

1,002 

1023 

29.132 

0,371 

America . 

1028 

21.533 1 

2.0')3 

1028 

1 12 31-5 1 

0 305 

Canada 

1030 

1.310 

138 

1020 

8.3S1 1 

8,023 

Franco . , 

1028 

2,618 , 

030 

1028 

18.837 , 

4/>8] 

Japan 

1028 

1.471 

271 

1024 

13,013 

2.038 


The aboso figures vary with the production and prices 
from jtar to year, and also with the varying rates of etcliange 
Moreover, the figures are not for the same year Thus tlic com- 
parison can bo regarded as apjiroxiinate only Making allow- 
ance for all tliese factors, the average income for Ilntish India 
m a normal jear is about Us 82 jier head : while m the present 
slump, tlio average may be taken at about two-thirds of the 
normal, or lls l>j per hoa<l Tlio average income in Japan 
IS lls, 271 per head, in Germany Its 034, in Trance Its. 030, 
in the United Kingdom Its 1,002, in Canada Its 1,208 and in 
the United States of Amerin Its. 2,ori3. Thus the income in 
the United States is more than 2."» times that in India; while 
that in (iie Undid Kingdom is nearly 13 times The average 
jicr cnintn incoiiie m Japan is about 34 times the corresponding 
mcoiiif in Indi.i. 

The total wealth of the United States of America is esti- 
mated at Its. 112,31'} cron*s as against lla 12,000 erorcs for 
British India or about nine times, tliough the population of 
Iniln IS throe tunes greater- The Unitinl Kingdom has propertj' 
valiud at Bs 20,1.32 crores or about 24 times of that of India. 
The VNealtli of India as a whole may bp estimated at .about 
Bs. ir>,ri00 crons and tlius with 17 per cent, of the world’s 
population, India Ins only per cent of the world’s goods; 
while America with only 7 per cent, of the world’s population 
has about 10 jior cent, of the world’s wealth. Tlieso statistics 
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abundantlj proTC tlie low taxable capacity of India, which is 
tesponsible for the inadequacy of local as well as central and 
proTincial re«ources 

Another important factor eiplaimns the inadequacy of 
local resources is the unfair distribution of revenues between 
the central, provincial and local authorities. The bulk of the 
contribution from land in England goes to local bodies and the 
Central Govemnient receives only a very small amount as 
land tax The financial weatness of Indian local bodies is 
aliO explained by the fact that they hare developed by the 
process of desolution of powers; while in other countries 
generally the development has been brought about by a process 
of a federation of strong, semi-mdependent smaller units into 
larger political units In India the Central Authority has 
thus parted with smaller resources for local bodies. Further, 
the jurisdictions of local bodies m India are generally so 
extensive that they are removed from effective touch with tax- 
pavers Rut for this, the imposition of taxes on houses and 
persons in the villages by local bodies would have been easier. 
It would, therefore, be desirable to restore the influence of the 
village panchayats and to reduce their jurisdictions so as to 
bring them into effcctnc touch with tax-payers .iln increase 
in per capita income and wealth production by pursuing 
a definite programme of the economic development of the 
country must go a long way in improving the finances of 
local authorities and also of the Central and Ih-onucial Govern- 
ments 

iMrnovE'iEKT OF Resources 
The following recommendations were made by the Taxa- 
tion Enquiry Committee to increase the resources of local 
bodies : — 

(1) The land revenue should be standardised at a low rate 
To give better scope for local taxation, 

(2) A share of the collection of provincial governments 
from ground rents m towns and from an increase m the rates 
on non-agneuUural land shoold be transferred to local bodies. 

(3) Jlunicipabties should be empowered to tax advertise- 
ments 

14) The scope of taxes on entertainment and betting 
should be extended, and local bodies should be given an ade- 
quate share of the proceeds 

(5) There should be an extension of, and improvement m, 
the adnumstratioo of taxes on circumstances, property and 
professions 

111% Ycnpwit duty na xnotoi ears be xedmed. so 

that the provincial governments may be able to levy a pro- 
Tinenl tax in place of tolls for distribution among local bodies. 
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(7) In seJected areas local bodies sliould be empoircred 
to levy a fee for the re^stration of mama^es. 

(8) The resources of local bodies should be supplemented 
by subsidies to be granted on services of national importance 
in such a way as to enable provincial governments effectively 
to enforce efflcieucy.* 

The resources of local bodies can also be increased by 
extending the scope of municipal trading and enterprise This 
would lessen the dependence of local bodies on tax revenue 
Local taxes are comparativelv inelastic and it is desirable to 
make use of other sources of n-venue to a greater extent than is 
the case at present In Western countries, particularly in 
Prussia, municipal enteiTirisi* is inen’asmg and there are muni- 
cipal tramways, waterworks, gas and electric concerns, bathing 
establishments, burial grounds, fislienes. docks, theatres, 
restaurants, mills, factories, dames, eft These enterprises are 
rendering effective service to the civic population and they 
are also providing a substantial source of revenue for mumci- 
palitios ’ This aspect of local Imance has so far been neglected 
jn this country Its possibilities should be explored to jncreaso 
■municipal and local resources an<l also to increase tho ameni* 
ties of life in towns and villages 

The following table gives the income and expenditure of 
District and Local Boards m India for 1030-31. • 


Province 

No. of 
BoArd* 

Income 

R«. 

Tncidcnce 
per head 

T?«. A P. 

Expenditure 

Its 

tfadras , . 

CIO 

.';.0*!.2t.fl.tfl 

. 

3 


0,07.47,440 

Ilombay . , 

240 

2.32.71.820 

1 


0 

2,37.40,701 

Bengal 

100 

1.47.08,415 

0 


ll 

1,48.18,371 


41 

1.03.72,210 

0 


s 

1.80.01.00* 

PuDjab 

29 

2.1(1 Oft.45'1 

1 


0 

2,44,0.7,722 

Bihar And Oria's .. 

CO 

1.30gi2.0l8 

(1 


3 


r. P. and Bcrur 

108 

82.03.3 18 

0 

11 

2 

82,22,505 


19 

30.01.2.77 

0 


;t 


N.SV. P.P. 


1.7.01,712 

1 




Ajmer Jlrrwara .. 

1 

2,20.20l 

n 





I 

I.47.n5(l 

n 

n 

3 



1 

2.454i37 

l 

1 


2.10.073 

Total . . 

I4J40 

10.77.01,012 

0 

10 


10.88,11,737 


* Ttuniion Enquiry CommtUee Eepnrt, parai 

^ K. T. Shall and Bahadurji, Function* and Finance of Indian 
Jtfunici/xilili**, p. 431. 


• Tins and fho fotinvring tsWe have hef'n 
Indian Year DooK, lOdt-SS, pp. 341 and 312. 
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ces in India for 1930-^1. ^ chief provin- 


Bombay City "* "I 

Madras City " ‘ I 

Itangonn 

Di^tnct Mumcipabtica 
Bengal fexcluding CakutU) 
ilibar and Onssa 
\soam 

Bombay (pjcluding Bombay CH>) ! 
Madras (excluding Madras 6ty) . 

P 

C I*, end Berar 

Burma (e\cluding TUngoon) 

British Baluchistan 

Ajmer Merwnra 

Coorg 

Delhi 

Bangalore 


l,64.7t,418 
lfl.03,2 1.530 
1.07.03,588 


1.25,15.073 

18,50,01,737 

03,34,378 

1,31,55.443 
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